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THE COUNTRY’S FUTURE 
TARY POLICY 


MONE- 


ITH the approach of the time for 

the meeting of the conventions of 

the two leading political parties, 
and the adoption of a platform of prin- 
ciples to be presented to the electors, 
interest attaches to the position to be 
taken respecting the future monetary 
policy of the United States. 

Ordinarily, this is a matter in which 
the voters take but a languid interest, 
though the campaign of 1896 was a 
notable excption, when there was a 
clear-cut issue between gold and silver. 

Respecting the monetary standard 
and the currency, the national platforms 
are usually vague, or they are like two- 
headed Janus, facing both ways. “We 
prefer a sound currency, to be preserved 
at all hazards”; “We are in favor of a 
sound currency, adequate to meet the 
needs of agriculture, industry and com- 
merce”—such are the customary plat- 
itudes. 

When pinned down to explain what 
is meant by a “sound currency,” much 
difference of opinion exists. And this 
difference is not confined to politicians 
or currency theorists. It prevails even 
among economists and monetary ex- 
perts of high repute. 

At present the country is on an in- 
ternational gold-bullion standard. The 
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term “international” is used advisedly, 
for aside from some modest require- 
ments for industrial uses, gold can be 
obtained only for export. The foreigner 
can get gold, the American cannot. 


Before the advent of the numerous 
“emergencies” that have confronted the 
country in recent years, there was not 
any doubt as to what was meant by “a 
sound currency.” It was one based 
upon gold and redeemable in gold coin. 
Contrasted with this situation, we now 
have an irredeemable paper currency, 
whose volume, in a time of depression, 
remains of record proportions. And it 
must be admitted that this currency re- 
tains its purchasing power, probably 
because of our large stock of gold, and 
perhaps for other reasons. 

Presumably, the party platforms to 
be adopted at Chicago and Philadelphia 
will not remain silent about money. 
And very likely their declarations will 
reflect the views of those considered as 
experts. Like the experts who testify 
in cases before the courts, postive decla- 
rations will be available supporting 
entirely divergent views. 

Support for an irredeemable fiat cur- 
rency may be had from Professor Frank 
D. Graham of Princeton University. 
(See “The Achilles Heels in Monetary 


Standards, American Economic Review 


for March.) 
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And those committed to the quantita- 
tive theory of money will find their 
view sustained by Carl Snyder, in his 
notable book, “Capitalism the Creator.” 
After stating that little relation exists 
between the long-term trends of produc- 
tion, or their variations, and the prices 
of commodities, it is declared that price 
changes cannot be closely related to 
commodities themselves, but are due to 
variations in the money supply. 


But there are other views of a differ- 
ent kind. In “The Gold Standard—Its 
Nature and Future,” Professor Kem- 
merer of Princeton University, speaking 
of the currency powers granted to Presi- 
dent Roosevelt, points out that the 
wholesale price level in the United 
States is now 21 per cent below that of 
the supposedly normal year of 1926. 
Prices of farm products are below those 
of that year, although monetary circula- 
tion is 53 per cent greater. There you 
have an antidote to managed currency 
and the quantity theory also. 

Such well-known banking and eco- 
nomic authorities as Dr. Burgess, of the 
National City Bank, Mr. Aldrich of the 
Chase National Bank, and Professor 
Spahr of New York University, have 
come out recently strongly advocating 
the resumption of gold coinage and the 
redemption of the paper currency in 
gold. To publish their reasons for this 
departure would be to retrace ground 
already covered in these pages. 

To dismiss this question on the 
ground that it is “merely academic,” 
may prove dangerous. The history of 
irredeemable currency affords no hope 
that this country can long escape the 
calamity such currency _ inevitably 
brings. And while the resumption of 
gold coinage and restoration of the right 
to have the paper redeemed in gold 
would not work wonders, it would sup- 
ply an evidence of good faith on the 
part of the Government and have no in- 
considerable effect in restoring con- 
fidence. 

For this reason, what the two politi- 
cal platforms will have to say on money 
takes on special significance. 


374 


AMERICAN INVESTMENTS IN 
MEXICO 


FOR a long time a controversy has ex- 
isted between Mexico and the United 
States over the “expropriation”—such is 
the polite term for what comes peril- 
ously near to meaning confiscation—by 
the Mexican Government of oil prop- 
erties in Mexico owned and operated by 
citizens of the United States and other 
countries. While Mexico has announced 
its willingness to make compensation, 
no settlement has been made, and it is 
apparent that the amounts recognized as 
ue are unacceptable to the American 
owners of the expropriated properties. 
In a note recently addressed to the 
Mexican Government by Secretary of 
State Hull, the right of a sovereign state 
to expropriate property for public pur- 
poses was recognized, but it was stated 
that this right “is coupled with and 
conditioned on the obligation to make 
adequate, effective and prompt compen- 
sation,” and that “the legality of an 
expropriation is, in fact. dependent 
upon the observance of this require- 
ment.” 

Since diplomatic negotiations have 
failed in effecting a settlement of the 
controversy, it has been suggested by 
the American Government that the mat- 
ter be submitted to arbitration—a 
method of settlement of controversies 
between the United States and the Latin 
American countries which the latter 
have generally approved. 

But reports from Mexico indicate an 
unwillingness, in this instance, to resort 
to that method of settlement. 

This attitude of the Mexican Govern- 
ment no doubt rests upon the assump- 
tion that this is a domestic problem, 
to be adjudicated by the local courts, 
and that to submit the question to ar- 
bitration would be in derogation of na- 
tional sovereignity. The alternative to 
this position would be that Mexico may 
not wish to submit to arbitration, on 
the ground that the arbitrators might 
give to the former owners of the ex- 
propriated properties greater compensa- 
tion than Mexico thinks they should 
have. 
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It is not the purpose of THE BANKERS 
MAGAZINE to express any opinion as to 
the justness of the claims made by 
American citizens, nor to criticize the 
attitude of the Mexican Government. 


But it may be said, entirely without 
bias, that since diplomatic negotiations 
have failed, the good relations between 
the two countries should not be jeopard- 
ized by leaving the controversy unset- 
tled, and that arbitration seems the only 
way out of the deadlock. Even should 
Mexico lose directly, this might be 
offset by indirect benefits that would 
accrue from the settlement of a trouble- 
some question. 

Unfortunately, it is not oil alone that 
is involved in this dispute. There have 
been huge expropriations of land be- 
longing to Americans, taking over by 
the workers of railways largely owned 
by American investors, default on the 
public debt, and some other problems 
remaining unsettled for as long as 
seventy years. 

This country should not be unmindful 
of the difficulties through which Mexico 
has passed in recent years, nor has it 
been. Our purchases of Mexican silver, 
which we did not need, and at a ficti- 
tious price, is one evidence of a desire 


to be helpful to our southern neigh- 
bors. 


This subject is not here considered 
with any intention to lecture the Mexi- 
can Government as to its obligations. 
Speaking in the friendliest spirit, THE 
BANKERS MaGAzINE would like to see 
this long-standing controversy brought 
to a conclusion acceptable to both 
parties in interest. This would conduce 
greatly to Mexico’s prosperity. Just 
now, American travel to Europe is at 
a low ebb, and our tourist travel may 
well be diverted largely toward Mexico 
—one of the most beautiful and inter- 
esting countries of the world. And 
while it is not suggested that American 
tourists will avoid Mexico because of 
the oil controversy, it is true that a 
friendlier atmosphere might well in- 
crease our travel in that direction. By 
cultivating the American tourist, Mexico 
would probably gain far more than it 
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may lose by accepting Secretary Hull’s 
proposal for resorting to arbitration for 
settlement of the oil controversy. 

But there is something of far greater 
concern to the American investor than 
is involved in this controversy with 
Mexico. If our investments in Latin 
America are to be subjected to purely 
local control, even where this means 
substantial confiscation, the future of 
our Latin-American investments looks 
anything but promising. 

To their credit be it said, several of 
the Latin-American countries are mak- 
ing strong efforts to restore their for- 
eign credit standing. In some of these 
countries such restoration is unneces- 
sary. Venezuela has no foreign debt. 
and the credit of The Argentine remains 
high. 

If, as many still believe, the wise in- 
vestment of outside capital in Latin 
America is of mutual advantage, it is 
obvious that reasonable safeguards must 
attach to such investment. That is why 
the Mexican case is of peculiar concern 
to American capital. 


© 


A TESTIMONIAL TO FAITH 


HERE was recently announced an 
event of more than ordinary im- 
portance in these times. This was the 
statement that Rockefeller Center in 
New York, had been completed at a 
cost of upward of one hundred million 
dollars. The actual work on this great 
project extended over a period of more 
than eight years, a period including one 
of the most severe depressions this 
country has ever suffered. But, thanks 
to the vision and faith of John D. Rocke- 
feller, Jr., the work went steadily for- 
ward to completion, affording work to 
a large number in various branches of 
industry. And the courage and faith 
Mr. Rockefeller displayed has been re- 
warded, more than 86 per cent of the 
available space having been leased at 
the time the project was finished. 
Obviously, not many of the leaders in 
industry and finance have at their com- 
mand the resources which Mr. Rocke- 
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feller was able to bring to the support 
of this great enterprise. But these re- 
sources did not consist of wealth alone. 
They included something more essen- 
tial in these times—courage and faith. 

Much is being said about the timidity 
of capital, of the reluctance of men of 
enterprise to take risks in view of the 
uncertainties of the times. But here is 
a striking example to the contrary, and 
one worthy of wise imitation. 

Those who have thought that America 
was finished may learn something by a 
look at Rockefeller Center. 


© 
SUBSIDIES TO AGRICULTURE 


Y upsetting the curtailment of the 
amount to be granted agriculture 
as a subsidy, Congress has shown how 
tender is its regard for a numerous part 
of the electoral constitutency, especially 
when a national election is impending. 
From a distant and perhaps impar- 
tial source (“The South African Jour- 
nal of Economics) comes a view of our 
agricultural policy quite different from 
that held here. In an article in this 
publication by Professor J. M. Tinley, 
it is said: 

The arguments relative to agricultural 
fundamentalism and equality between agri- 
culture and industry make good political 
slogans, but are of dubious value in work- 
ing out a well-rounded program of national 
economic rehabilitation. No reasonable 
person would deny that prosperity in an 
important branch of economic activity such 
as agriculture is absolutely essential to the 
proper functioning of the economy as a 
whole. But in a complex modern economy, 
the same can be said of the automobile, iron 
and steel, oil, transportation, and many 
other industries which employ large aggre- 
gations of people—all branches of economic 
activity are intimately interrelated. Statis- 
tical data do not prove that agriculture as 
a whole was in a less favorable position than 
other branches of the American economy, 
although this may be true of certain 
phases of the agricultural industry— 
namely, the basic crops. 

The distressed conditions in agriculture 
from 1929 to 1933 can probably be ascribed 
to fundamental weaknesses in the function- 
ing of the American economy as a whole, 
rather than to general over-production in 
agriculture itself. If this proposition is 
correct, and it is advanced my many promi- 
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nent American economists, then the long 
time solution of the agricultural problem is 
to be sought not by government control over 
prices and output in agriculture, but by 
reforms in all branches of the American 
economy. In other words, agricultural 
policy must be predicated upon, and dove- 
tailed into, a broad national policy for re- 
habilitation of the whole economic system. 
Otherwise agriculture may be granted tem- 
porary benefits at the expense of other 
groups within the economy and new mal- 
adjustments may be engendered, which 
eventually will cause a still more complete 
economic collapse. 


However sound this appraisal may 
be from an economic standpoint, it fails 
when tested by its vote-getting aspects. 
The branches of industry mentioned 
above are never as tenderly regarded by 
the politician as are the farmers. Those 
who are violently anti-New Deal, how- 
ever, do maintain views similar to those 
expressed by Professor Tinley. 

Summing up a comprehensive study 
of American agricultural policies, the 
author says: 


In conclusion, it seems safe to say that 
up-to-date experience in America with 
economic planning in agriculture has been 
far from producing definite and tangible 
results. Critics claim that in the long run 
the program will have been of little perma- 
nent benefit to agriculture itself, that few 
readjustments have been successfully and 
permanently assured, and that many new 
maladjustments, the full effect of which are 
not yet fully apparent, have been set in 
motion. It is doubtful, moreover, whether 
the agricultural program has contributed 
significantly towards (some claim it has 
retarded) the rehabilitation of the American 
economy in general. Many of the funda- 
mental tenets on which the program is 
founded are apparently of doubtful validity. 
We have to wait on history to tell whether 
programs of the nature undertaken in the 
United States will contribute to the ad- 
vancement of national well-being. Unfor- 
tunately, if the decision of history is in the 
negative, it will not help to undo the dam- 
age that has been done. 


Whatever the agricultural subsidies 
may do in regard to “the rehabilitation 
of the American economy in general,” 
their pulling power at the ballot-boxes 
in November will be tremendous, and 
that is one reason why Congress has 
been so generous in voting a billion 
dollars “for the relief of agriculture.” 
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OT nae BANKING HOURS” 
is a timely subject that is likely 
to receive more than passing 
interest during the next few 
months. 


Of equal importance are the 
hours of banking service of 
which the public is unaware. 
For more than twenty years 
this Bank has maintained con- 
tinuously operating transit and 
collection departments through 
which our correspondents are 


able to render twenty-four-hour 
service to their customers. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital, Surplus and Undivided Profits 
$42,000,000 


Member of Federal Deposit Insurance Corporation 
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Know Your Money 


HE counterfeiting of currency and 

coin has been with us ever since an 

advancing civilization substituted 
legal tender for barter as a means of 
exchange. 


For the past seventy-five years the 
U. S. Secret Service, with the invaluable 
aid of all other law enforcement units, 
has fought to suppress counterfeiting in 
this country. That we have been suc- 
cessful in the apprehension and prose- 
cution of the counterfeiters is proved 
by the fact that of late years there has 
been a sharp decline in losses to the 
public through the acceptance of “bad” 
money. 


The counterfeiter, to successfully ply 
his trade, must have two things in his 
favor: First, a bill that is in fairly 


close semblance to the genuine article; 
and, second, victims who are not fa- 
miliar enough with money to tell the 
genuine from the spurious. 

The development of the photo- 
engraving technique satisfied the first 
requisite for the “bogus money man,” 
for this process eliminated the neces- 
sity for a knowledge of steel engraving 
to manufacture bills which are passable 
reproductions of the genuine. And the 
carelessness of the American people, 
who have been known to accept cigar 
coupons for money, seemed to fairly 
well take care of the second. Despite 
the efforts of our highly trained agents 
in their unceasing fight against the 
counterfeiter, there continued to be a 
substantial loss through the successful 
passing of bad bills, due to the men- 
tioned combination in favor of the 
criminal. 

The Secret Service, feeling that prac- 
tically all of the continued success of 
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By Frank J. Wilson 


Chief, U. 8. Secret Service, Washington, D.C. 


the counterfeiter was due to a lack of 
knowledge on the part of the victims, 
decided on a new experiment. We de- 
cided to have the intended dupes of the 
passer help us catch him. 


Educational Campaign 


With this idea in mind an intensive 
educational campaign was conducted in 
important U. S. cities in 1938, with 
Secret Service agents canvassing all re- 
tail houses and delivering to the per- 
sonnel instructive lectures, augmented 
by displays of counterfeits, on the de- 
tection of “bogus” money and what to 
do when confronted with it. Results 
were apparent at once, as the clerk who 
had previously taken money without 
question was now giving each bill a 
close scrutiny and, because of the in- 
struction received, was able to detect 
counterfeits and aid in the apprehen- 
sion of the passers. 


It was gratifying to note that follow- 
ing the campaign the loss to the public 
through acceptance of counterfeit 
money, which was _ approximately 
$1,500,000 in 1935, dropped to $365,- 
000 in 1939. 


With the success of this educational 
effort apparent, it was decided to in- 
stitute a nationwide “Know Your 
Money” campaign, to be conducted 
jointly by local police departments and 
the Secret Service, which would have 
the threefold objective of reducing losses 
to the public through victimization by 
counterfeit money, prevention of the 
crime of counterfeiting, and the re- 
moval, from the youth of the country, 
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of the temptation to engage in the 
crime. 

A long range program, consisting of 
education through sound motion pic- 
tures, radio broadcasts, circulars, per- 
sonal contact, and other methods ex- 
tending over a period of years, is being 
formulated, and we hope that upon 
completion of the campaign the crime 
of counterfeiting will be stamped out. 
The idea’ is unique since it is the first 
attempt by a Federal Law Enforcement 
Agency to combat a major crime 
through education, rather than through 
the age old method of prosecution. 


Sound Motion Picture 


With the mentioned objectives in 
mind the Secret Service selected certain 
of its versatile personnel to write, di- 
rect, and produce an educational sound 
motion picture titled “Know Your 
Money.” The picture was recently com- 
pleted and distributed to the Secret 
Service field offices, through which it 
will receive nation wide exhibition. It 
shows and explains the common defects 
in counterfeit bills and coins, illustrates 


methods used by counterfeit note pass- 
ers, and dramatizes the arrest of such 


passers at the scene of the crime. The 
picture will be supplemented by instruc- 
tive lectures by Secret Service agents, 
who will exhibit counterfeit notes and 
coins, compare them with the genuine, 
and explain to the audience the sure 
methods of detecting bad money. 

The first goal in the campaign is to 
display the picture to as many students 
as possible, both in high schools and 
colleges. The youth of today is the 
business man of tomorrow, and we in- 
tend to see that he knows his money, 
and is brought face to face with the 
realization that no crime is a paying 
proposition. We have received whole- 
hearted codperation from boards of 
education and other officials in the 
larger cities, and at this writing the 
picture has been seen by over 1,500,000 
persons. All police departments are co- 
operating, and Commissioner Lewis J. 
Valentine, of New York City, was so 


enthusiastic over the picture and its 
purpose that he approved it for man- 
datory attendance by all the officers in 
his department. The Secret Service has 
prepared an illustrated pamphlet to be 
distributed to persons viewing the pic- 
ture. This booklet describes the various 
types of paper money issued by the 
Government, counterfeits, and coins, 
with illustrations, and sets out in detail 
the educational features of the film. The 
Federal Reserve Board, Clearing House 
associations, and numerous private 
banks have aided the Secret Service in 
this program by sponsoring the publi- 
cation of large quantities of these leaf- 
lets to supply the demand created by 
the numerous requests for exhibition of 
the film. 

This picture is the first step in the 
“Know Your Money” campaign. We 
believe that the campaign will make the 
people “counterfeit-conscious,” and that 
by teaching the detection of bogus cur- 
rency and explaining what to do when 
it is offered, we make each person a 
prospective trap for the counterfeiter 
rather than an easy, unsuspecting vic- 
tim. 

As Chief of the Secret Service I 
should be pleased to receive from all 
bank officers and employes their reac- 


FRANK J. WILSON 
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tion to this campaign, their opinion of 
our “home talent” movie when they see 
it, as well as any suggestions or criti- 


cisms that will help us teach the people 
to “know their money” and aid us in 
the fight against the counterfeiter. 


How to Deteet Counterfeits 


(Nore: The following suggestions on 
counterfeit detection are reprinted from 
the pamphlet “Know Your Money,” now be- 
ing distributed by the U. S. Secret Service 
in co-operation with banks, clearing houses, 
civic organizations, etc.) : 


HE only three types of currency 
printed by the United States Gov- 
ernment for circulation are: 
1. Federal Reserve Notes, which bear 
green serial numbers and seal. 
2. United States Notes, which bear 
red numbers and seal. 
3. Silver Certificates, which bear blue 


numbers and seal. 
Counterfeit Bills 


To detect counterfeit bills: 

1. Know your money! 

2. Compare the suspected bill with a 

genuine of the same type and denomina- 
tion. Observe carefully the following 
features: 
' (a) Portrait: Genuine is lifelike, 
stands out from oval background which 
is a fine screen of regular lines; notice 
particularly the eyes. The counterfeit 
is dull, smudgy or unnaturally white; 
scratchy; background is dark with ir- 
regular and broken lines. 

(b) Seal: On genuine, sawtooth 
points around rim are identical and 


Denominations of bills may be 
identified by portraits as fol- 
lows: 


Washington on all $1 bills 
Jefferson oonall $2 bills 
Lincoln on all $5 bills 
Hamilton on all $10 bills 
Jackson on all $20 bills 
Grant on all $50 bills 


Franklin on all $100 bills 


sharp. On counterfeit, sawtooth points 
are usually different, uneven, broken 
off. 

(c) Serial Numbers: Genuine, dis- 
tinctive style, firmly and evenly printed: 
same color as seal. Counterfeit, style 
different, poorly printed, badly spaced, 
uneven in appearance. 

(d) Paper: Genuine bills are printed 
on distinctive paper containing very 
small red and blue silk threads. 

3. Rubbing a bill will not prove 
whether it is genuine or counterfeit; ink 
will rub off of either. 

4. Remember—not all strangers are 
counterfeiters, but all counterfeiters are 
likely to be strangers! 


Counterfeit Coins 


To detect counterfeit coins: 

1. Know your money! 

2. Ring all coins on a hard surface. 
Genuine coins sound clear and bell-like: 
counterfeits sound dull. 

3. Feel all coins; most counterfeit 
coins feel greasy. 

4. Compare the reeding (the cor- 
rugated outer edge) of a suspected coin 
with one known to be genuine. The 
ridges on genuine coins are distinct and 
evenly spaced. On counterfeit coins 
they are poorly spaced and irregular. 

5. Cut the edge of suspected coins. 
Most counterfeits are made of soft metal 
which can be easily cut with a knife. 

6. Test suspected silver coins with 
acid. Scrape the surface and apply 
drop of acid. If bad, the coin will turn 
black unless it has a high silver con- 
tent. Silver test acid solution may be 
purchased at any drug store. 


Confiscation of Counterfeits 


Section 251 of the U. S. Code of Laws 
provides that whoever has knowledge 
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FEOERAL RESERVE 
SEAL AND LETTER 


TYPE OF NOTE 
SHOWN HERE 


TREASURY 


To know your money, study this diagram which illustrates the position of important 
features of currency referred to in the accompanying article. 


of the commission of a crime (felony) 
and does not make it known to the au- 
thorities shall be fined not more than 
$500 or imprisoned not more than three 
years, or both. Section 286 states that 
all counterfeits of obligations of the 
United States or foreign governments 
must be surrendered to authorized 
agents of the Treasury Department. 
Anyone who has the custody or control 
of such counterfeits and refuses to sur- 
render them upon request of an author- 
ized Treasury agent shall be fined not 
more than one hundred dollars or im- 
prisoned not more than one year, or 
both. The maximum penalty for pos- 
sessing or passing a counterfeit bill 
with intent to defraud is fifteen years 
in the penitentiary and a fine of $5,000. 


U. S. Government Checks 


Know your indorsers! 

Of the millions of Treasury checks is- 
sued yearly by the Government, many 
are stolen from letter boxes or in other 
ways, and must then be forged before 
the proceeds can be gained. It is im- 
perative that anyone cashing a Govern- 
ment check know the payee, compare 
his signature with the indorsement or 


require good identification. In the case 
of WPA workers the various States issue 
identification cards with the worker’s 
number, signature and sometimes de- 
scription. Compare the number and 
signature on the card with the number 
opposite payee’s name on check and 
with the indorsement. A check with 
address far removed from the place 
where presented should be cause for sus- 
picion. Bear in mind that anyone cash- 
ing a Government check which has been 
stolen, forged or altered may lose the 
money exchanged for it, since the Gov- 
ernment will not honor it if the rightful 
payee has been defrauded. 
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THE trust business, as carried on by 
2,800 banks and trust companies, con- 
stitutes one of the big business enter- 
prises of this country. There are over 
7,000 officers and perhaps five times as 
many employes in these trust institu- 
tions. They are handling not less than 
300,000 trust accounts and not less than 
$20,000,000,000—no man knows the 
exact amount—of other people’s money. 
—Gilbert T. Stephenson, Director, 
Trust Research Department, ABA Grad- 
uate School of Banking. 
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. . . written by a banker 


for bankers... 


SMALL LOANS 


AN INVESTMENT FOR BANKS 


By WALTER B. FRENCH 


Deputy Manager, Consumer Credit Department, 
American Bankers Association 


CONTENTS 


HISTORY 
Usury and Usury Laws 
Interest Laws Today 
Small Loan Credit Agencies 
Installment Buying 


EXPERIENCE 
Personal Loan Companies 
Industrial Loan Banks 
Commercial Banks 


TYPES OF SMALL LOANS 


Personal Loans 
Automobile Loans 
Modernization Loans 
Equipment Loans 


DEVELOPING THE BUSINESS 


Why Banks Are Attracted 

What Banks Should Enter 
Business 

Legality 

Separate Department 

Attitude of Bank 

Average Borrower 

Necessary Detail and Costs 


CONCLUSIONS 
BIBLIOGRAPHY 


HIS book is virtually a handbook on 
T personal or consumer loans as a 

business for banks. The author has 
charge of consumer credit activities in 
his own bank. He is a graduate of The 
Graduate School of Banking and wrote 
his graduation thesis for that institution 
on this same subject. 

The chapter on Experience contains 
an historical review of the various types 
of lenders in the small loan field and of 
the development of the usury laws. It 
also contains considerable material on 
operating costs of these lenders, interest 
rates charged, occupational pursuits of 
borrowers, loss experience, and other 
data, much of it documented with figures 
and tables. 

Considerable space is devoted to 
methods for developing necessary volume 
of business, including treatment of borrow- 
ers, attitude of lending officers, personal 
solicitations, advertising media, mechanics 
of checking credit references, etc. 


WHAT THE REVIEWERS SAY 


“Offers usable information to banks having small 
loan departments and to banks that are considering 
them. . . . Throws light on some of the practi- 
cal problems encountered by lender and borrower.” 
—BANKING. 


“This book is virtually a handbook on personal or 
consumer loans as a business for banks.”—COM- 
MERCIAL AND FINANCIAL CHRONICLE. 

“This book is filled with sound, practical advice based 
not only on the author’s own experience but on the 


experience of the many banks whose operations he 
has studied.”—-TARHEEL BANKER. 


Price $1.50 


BANKERS PUBLISHING COMPANY 


465 Main Street 


382 


Cambridge, Mass 


THE BANKERS MAGAZINE for May, 1940 





The Future of 


American 


N his annual report to the share- 

holders W. W. Aldrich, chairman of 

the Chase National Bank, advocates 
the reéstablishment of a free gold mar- 
ket permitting free movement of gold 
bars and gold currency both inward and 
outward. 

This is a sane and useful proposal, 
which should have been effected long 
ago. Nevertheless, it is necessary to 
analyze the conditions and the conse- 
quences of such a measure. 

There would be a demand for gold 
coins and gold bars in any appreciable 
quantities only if there is a fear that 
suddenly the United States Government 
might depreciate the dollar. So long 
as there is no such fear, the demand 
will be negligible, since no movement 
of gold abroad is likely at the present 
time of strained international condi- 
tions. On the other hand, buyers of 
gold bars and of gold coins must re- 
ceive a definite pledge that in the future 
no compulsory reclamation of their 
gold would ever be made, or else no- 
body would buy it. This is difficult to 
expect from the present Administration, 
and even if it were given no promise to 
this effect could be considered binding 
on any new Administration—even a 
constitutional amendment cannot be 
made valid forever. 

There is another most important im- 
plication in the proclamation of a free 
market in gold: the Government must 
discontinue buying gold at the abnorm- 
ally high $35 per ounce price. Although 
Mr. Aldrich does not suggest that the 
Government stop buying gold—he 
points out even some dangers of such 
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Gold 


By Paul Haensel 


stopping—nevertheless his proposal to 
proclaim a “free market” is in direct 
contradiction to an artificially pegged 
price for a commodity (gold) bought in 
unlimited quantities by the Govern- 
ment. In other words, free market in 
gold unavoidably needs discontinuance 
of buying gold by the Government at 
$35 per ounce. 

Whether the present Administration 
would be willing to change its policy 
in this direction, is difficult to say, but 
Congress could demand a_ balanced 
budget, refuse abolishment of the $45,- 
000,000,000 debt limit, and enact legis- 
lation permitting the Treasury to bal- 
ance the budget by selling some of the 
abnormally accumulated stock of gold. 
The latter has, it is true, liabilities out- 
standing, but the law could easily be 
changed without the slightest danger 
for the stability of our currency or of 
our Reserve System. The sooner such 
a reform will be made, the better. Fur- 
ther accumulation of gold means ever- 
increasing dangers for the future, and 
gold must find its natural price. 

Very few people think about the 
future of our gold; many accept the 
tremendous imports of foreign gold as 
a harmless or inevitable matter. This 
is exactly the time that at last the 
United States should stop buying for- 
eign gold or else in the future we will 
face enormous difficulties. 

There would be no complications 
whatever if we would abruptly stop buy- 
ing gold at the present artificial and 
“purely American” price. I stress 
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“purely American,” because as soon as 
the United States will stop buying a 
natural price must ensue on all free— 
where such remain—markets in the 
world and the arbitragists will have to 
find the proper level. Of course, some 
temporary uneasiness may be created 
among the gold-producing countries, 
like Soviet Russia which not only pro- 
duces gold but needs it for special war 
purchases abroad. All talk about “seri- 
ous dislocations,” “chaotic conditions in 
the exchange market,” and “dangerous 
repercussions on domestic business,” as 
a result of the abrupt stopping of our 
gold purchases, is a gross exaggeration. 
At the present time the exchange market 
depends entirely on war conditions and 
on artificial restrictions all over the 
world. 


The slump in the gold market will be 
negligible, and no gold stocks in any 
country can save a depressed currency 
(because of war or of unfavorable trade 
balance) from strain. At any rate there 
is no need for the American nation and 
American taxpayers to assume all the 
losses that may arise from the artificial 
dumping of gold for war equipment and 
armaments. The more gold European 
countries will retain for the future, the 
better for the possibilities of their com- 


‘Unless gold accumulated in 
Fort Knox, Kentucky, is placed 
at the disposal of foreign trade, 
it will be a dead weight on the 
national economy. American 
banks should be permitted to 
receive this gold at a nominal 
rate of interest (perhaps 14 of 
1 per cent per annum) for pro- 
moting foreign trade,’’ suggests 
the author in dealing with the 
gold problem facing America af- 
ter the war. 

Dr. Haensel is professor of 
economics at Northwestern Uni- 
versity, Evanston, Iillinois, and 
was formerly a member of the 
Council (Board of Directors) of 
the Imperial Bank of Russia. 


mercial relations with America after the 
war. If we will accumulate 100 per 
cent of European gold at the present 
time, we will suffer terrifically after the 
war is over. The large total gold re- 
serve of England and France can cover 
their military expenditure for a few 
months only, but the dissipation of this 
gold would be a menace for the future, 
when gold will be needed for its pri- 
mary functions of settling balances be- 
tween the nations. The abolishment of 
buying gold in the United States will 
have no disturbing influence whatever 
on the home market and nobody will 
even notice it: only the future taxpayers 
and the future American business will 
be saved from further losses on the gold 
stock. 

If in our mood of magnanimity we 
would continue buying gold from Eng- 
land and France in order to help their 
placing orders in the United States, 
there is no necessity of accepting their 
gold at an artificially high price—a 
price of 20 or 25 dollars per ounce 
would make no difference in the amount 
of orders they could place and we 
would be better off if payment would 
be in anything else except gold. 


What to Do With Gold 


Now, the most important question is: 
what to do with the tremendous gold 
stock (in addition to using it for bal- 
ancing the budget) after the war? It 
must be used for stimulating our foreign 
trade relations, and this may be achieved 
in the following way. 

American banks should be permitted 
to receive this gold at a nominal rate 
of interest (perhaps 14 of 1 per cent 
per annum) for promoting foreign 
trade. It would be desirable to pool 
branches of American banks abroad and 
to give them the right of financing reci- 
procal foreign trade. Special arrange- 
ments with foreign governments should 
be made in order: (1) to obtain the 
necessary banking privileges for the 
American banks abroad; (2) to sell 
gold to the central banks of the respec- 
tive countries in exchange for their cur- 
rency; (3) to help foreign importers 
to buy American goods (the gold credit 
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at 4g per cent per annum would permit 
long-term extension of loans to foreign 
importers from America); (4) to pro- 
mote export trade to the United States 
as a reciprocal trade measure; (5) to 
receive a special privilege of exporting 
foreign currency out of the country and 
eventually gold to the extent of the gold 
sold to the central bank; (6) to organ- 
ize a special international currency on 
the gold-gram basis, i.e., in the form of 
special bank notes denoting a definite 
quantity (gram or ounce) of gold.* 
This needs some explanation. It is 
hopeless to increase trade relations with 
any European country after the war un- 
less the foreign buyers will receive 
credit for goods they buy in America. 
On the other hand, selling gold to for- 
eign governments may be a welcome 
policy for them as helping to increase 
the stability of their own currency. This 
may induce them to grant a special 
privilege of exporting foreign currency 
within a certain limit without the many 
present restrictions; since an equivalent 
was sold to the government in gold, 
there is no danger of permitting an 
efflux of foreign currency (foreign bank 
notes) out of the respective country. 
The central point of my proposal is 
to use the accumulated gold fund for 
promotion of foreign trade by offering 
gold at a nominal rate of interest (the 
cost of handling the operation) to 
American banks. The latter will be able 
to create a particularly cheap method 
of financing international trade. This 
scheme needs a thorough preparation to 
be put into execution immediately after 
the war is over. Special arrangements 
between the American banks and the 
Treasury and the Reserve System are 
necessary, since the American banks 


*This means that special “Deposit gold 
notes” should be issued denoting a definite 
quantity of fine gold, viz., 400 ounces or 
fraction (40 ounces, 10 ounces, etc.) or 
similarly in kilograms and grams, the bearer 
being entitled to receive a gold bar (or 
gold coins by weight) of the same weight, 
on condition, if necessary, of presenting 
each time a total of notes not less than 
400 ounces. For details of such an inter- 
national currency see my article in the 
Annalist of March 22, 1935. 


lack the required centralization and 
consolidation. A staff of specially- 
prepared agents, knowing foreign lan- 
guages and conditions of foreign trade 
abroad, will be required, since we want 
to promote reciprocal trade and to 
finance it at the lowest cost possible. 
The possibility of receiving considerable 
long-term gold credit, free of charge, 
(perhaps for 5-10 years), may induce 
the banks to codperate in this scheme. 

Unless gold accumulated in Fort 
Knox, Ky., is placed at the disposal of 
foreign trade, it will be a dead weight 
on the national economy. Offering it 
to the American banks at a nominal 
rate of interest will mean cheap financ- 
ing and afford the best stimulus for for- 
eign trade. Whatever the future situa- 
tion, we must avoid one thing: direct 
loans to foreign governments. If the 
latter need an influx of American in- 
vestments and financing of their indus- 
tries, this should be done only through 
American banks with a view to promot- 
ing reciprocal trade. 


‘‘The central point of my pro- 
posal is to use the accumulated 
gold fund for promotion of for- 
eign trade by offering gold at a 
nominal rate of interest (the 
cost of handling the operation) 
to American banks. The latter 
will be able to create a particu- 
larly cheap method of financing 
international trade. This scheme 
needs a thorough preparation to 
be put into execution immedi- 
ately after the war is over. Spe- 
cial arrangements between the 
American banks and the Treas- 
ury and the Reserve System are 
necessary, since the American 
banks lack the required cen- 
tralization and consolidation. 
A staff of specially-prepared 
agents, knowing foreign lan- 
guages and conditions of foreign 
trade abroad, will be required, 
since we want to promote recip- 
rocal trade and to finance it at 
the lowest cost possible.’’ 
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-----a readable, clear, practical, 
comprehensive treatise on ----- 


New Business for 
the Trust Department 








\ New Business for 
\ the Trust Department 
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Solera 
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\ 
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‘Theodore Tefft Weldon 





SOME OF THE TOPICS 
DISCUSSED 


Surveys and analyses of the trust market 
as it exists today. 


The effect of the economic cycle on trust 
sales. 


How much is a given piece of trust busi- 
ness worth? Profit possibilities. Compari- 
son with other banking functions. 


Measuring the return from the advertis- 
ing and selling dollar. 


Sales plans and helps for the one-man 
trust department. 


Selecting, training, managing and paying 
salesmen. 


Prospect lists, follow-up systems, sales 
reports and mechanical helps to selling. 


Definite merchandising plans and the 
inter-relation of all sales elements. 


Practical sales ideas, appeals and points 
together with the use of graphs, figures 
and charts in selling. 


Ethical questions, investment practices, 
treatment of lawyers and insurance men 
in relation to selling. 
Internal problems affecting the growth 
of trust sales. 


An extensively illustrated discussion with 
ideas and copy to assist in preparing 
and recognizing better advertising. 





By THEODORE TEFFT WELDON 


HIS is the only book ever published 
which takes up the whole sales problem 

of the trust department and discusses 
every phase and facet of this highly profes- 
sional function. It attacks the questions in 
their large sense as well as minutely and in- 
dividually. 


The various methods of determining the 
present value of each trust sale are analyzed. 
The organization and administration of the 
new business effort are discussed in detail. 
The development of profitable solicitation is 
exhaustively treated, as is also the trust officer's 
individual effort to get business. The trouble- 
some problems of lawyer and insurance co- 
operation are defined, and the less obvious 
points of trust ethics in relation to selling are 
carefully weighed. : 


Advertising is approached with a view tc 
making it more productive and less costly. 
Themes to use, ideas as to copy, thoughts on 
lay-out and media are concise and authorita- 
tive. How to prepare mailing lists, what to 
send, when to mail, what to expect from it 
and how to cash in on it are matters which 
receive their just emphasis. Co-relating all 
elements of advertising and selling into the 
most productive whole from a merchandising 
standpoint is graphically illustrated. 


The book contains dozens of graphs, charts, 
illustrations, tables, advertisements, mailing 
pieces, record forms; and teems from begin- 
ning to end with examples of successful prac- 
tices and plans. It should be read repeatedly, 
referred to, and become a text book for all 
trust officers and their assistants when con- 
sidering the growth of their departments. It 
is invaluable to the seasoned solicitor, and a 
veritable gold mine of information to new 
salesmen. Advertising men will find it an 
inspiration in preparing copy. Directors and 
heads of banks will gain from it an authentic 
picture of the value of trust activity, and a 
gauge with which to measure the efficiency 
and soundness of the department's advertis- 
ing and selling technique. 


Price $5.00 


BANKERS PUBLISHING-COMPANY, 465 Main Street, Cambridge, Mass. 
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Consumer Credit 


Operation 


ACK of all consumer credit effort, 
there must be intelligent direc- 
tion. You must know why you 

are doing what you are doing. 

It isn’t going to do you any good at 
all to put a lot of consumer credit busi- 
ness on your books and then wake up 
and find you haven’t made a profit for 
your bank. That’s not what you are in 
business for. To make a profit in these 
days of strenuous competition for con- 
sumer credit business it isn’t enough 
for you to sit back and rejoice because 
you have at last found a banking busi- 
ness which will give you a gross yield 
of 12 per cent per annum or better. 

Don’t think that because your regular 
banking business was profitable at 6 
per cent per annum levels that your 
consumer credit business is going to be 
twice as profitable. Nothing of the 
kind, and here’s why: 


Acquisition Costs 


It will cost you anywhere from $1.25 
to $2.75 to put a personal loan on your 
books. That cost range is based on 
data drawn from my own practice and 
from interviews with many bankers and 
operators who are in the personal loan 
business, and who have made some 
earnest attempts at good cost analysis. 
That cost of putting the loan on your 
books—the “acquisition cost per deal” 
—will vary according to the efficiency. 
experience and training of your per- 
sonnel, the size of your operation and 
the territory in which you are working. 
That acquisition cost per deal includes 
advertising and other solicitation ex- 
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Costs 


By Otto C. Lorenz 


pense. It includes credit investigation 
and authorization expense and the cost 
of filling out the various forms and 
making the necessary entries. All 
the work and material connected 
with this part of the consumer credit 
business is costing you money and 
it's up to you to find out how much 
it’s costing you right now and at regu- 
lar intervals from now on as long as 
you're in this business. If you can get 
your first acquisition cost per deal 
down below $1.25 you'll be doing very 
well indeed. If your first cost goes 
much above $2.75 in the personal loan 
business you’re in for serious trouble. 

But you’re not through with your ex- 
penses when you've put a loan on your 
books. Far from it. Every one of 
those loans must be collected and it 
costs money to collect them. 


Collection Costs 


Again drawing on data in my own 
files and on interviews with bankers and 
operators I find that the cost of collect- 
ing each instalment of a loan runs from 
20 cents up to 35 or 40 cents. True, I 
have been told of one case where a 
banker estimates his collection cost to 
be as low as 10 cents per instalment. I 
have not had an opportunity to verify 
the figure. On one job which I did in 
a leading department store last year we 
did develop a collection cost of a little 
less than 10 cents per instalment. But 
such low collection costs cannot be 
obtained except by highly efficient, ex- 


387 





perienced and trained organizations who 
keep their operations pared down to a 
minimum consistent with the barest 
essentials. The salaries of your book- 
keepers, cashiers, tellers, filing clerks 
and checkers, as well as your collectors 
and legal department go to make up 
collection expense. Postage, telephone, 
telegrams, stationery and printing, and 
other items involved in the documenta- 
tion and recording of your consumer 
credit business are an important part 
of collection expense as well. 

Find out what your collection cost 
per instalment is right now and keep 
on finding out. Because it will vary as 
time goes on and as the efficiency of 
your own operation becomes better or 
worse. If your collection cost on per- 
sonal loans is running around 20 cents 
per instalment you’re doing pretty well, 
if it goes much beyond 50 cents you’d 
better start doing something about it or 
else hand your business over to the per- 
sonal loan institutions and instalment 
finance companies. 


Costs Are Important 


Why are these acquisitions costs per 


deal and collection costs per instalment 
so important? For this reason: It’s 
going to cost you just as much in per 


OTTO C. LORENZ 


item expense to put a $50 twelve month 
deal on your books and collect it as it 
is to put a $300 twelve month deal on 
and collect it. But your borrower is 
paying you as little as $3 in interest 
charges on the first deal and $18 or 
more on the second. 

Now suppose your acquisition cost 
per deal was $1.25 and your collection 
cost per instalment was 20 cents, mak- 
ing a total acquisition and collection 
cost of $3.65 for either deal. Then you 
can readily see that every single one of 
your $50 deals is costing you money— 
you're paying out $3.65 to get $3 back, 
your borrower is getting a free ride at 
your expense to the tune of 65 cents for 
every $50 you put on your books. But 
your $300 deal is making money for 
you. 


Volume Classification 


If all of your volume were made up 
of $50 deals you might as well close the 
shop. Because every loan would carry 
you deeper and deeper into the red and 
you haven’t even begun to figure certain 
overall or “per dollar” expenses which 
attend every consumer credit operation. 
You’ve taken into account only the “per 
item” expenses. 

So, as you go along in your consumer 
credit business, you can see how im- 
portant it is for you to classify and an- 
alyze the kind of volume you are doing. 
You'll have to anyhow to figure your 
acquisition cost per deal and your col- 
lection cost per instalment. And you'd 
better in any case because, in some ter- 
ritories to my certain knowledge, there 
is a definite trend away from the profit- 
able high balance long term deals to- 
ward the unprofitable low balance short 
term deals. 

So don’t be misled by “12 per cent 
per annum” gross yields. Your gross 
yields don’t mean a thing to you until 
you know that your costs and expenses 
of operation lie well within the actual 
dollars and cents you’re getting from 
your borrower in the way of interest, 
service charges and discounts. 

After you’ve established your costs 
you can begin to think in terms of gross 
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yields if you wish. Gross yield cal- 
culations are useful in advanced discus- 
sions and studies of consumer credit 
costs. But make absolutely sure that 
you know exactly what you are doing 
and exactly what you are talking about 
before you attempt to apply yield cal- 
culations to your consumer credit busi- 


ness. For there are yields and yields. 


Establish Your Own Cost Controls 


Don’t lean too heavily on operating 
expense ratios of other companies—you 
may be using an accounting procedure 
totally different from theirs and, unless 
you know that your accounting proce- 
dure is the same as theirs, unless you 
know that the character of the volume 
of business is identical with theirs, and 
unless you’ve been in business about 
the same length of time, you are just 
asking for trouble if you try to cramp 
your business into the frame set by their 
operating expense ratios. 

Knowledge of these three things: (1.) 
What your VOLUME of business looks 
like from month to month and by num- 
ber of instalments: (2.) What your 
ACQUISITION COST PER DEAL is; 
and, (3.) What your COLLECTION 
COST PER INSTALMENT amounts to 
—knowledge of these three things will 
set you a long way along the road of 
how to make a personal loan business 
profitable. 

“But,” I can hear you ask, “what 
shall we do in the meantime? It is 
going to take years to develop the kind 
of internal accounting needed to give 
reliable figures on the matters you have 
discussed. What can you tell us in the 
meantime that will at least keep us on 
the right track? Have there not been 
some highly successful companies 
whose acquisition costs, per item costs, 
and per dollar costs can be taken as a 
criterion of what a successful company 
has been able to do. At least we would 
know we were in good company until 
we could develop experience of our 
own.” 

Yes, in spite of all I have said about 
not relying too heavily on the expe- 
rience of others, it may be better to 
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*‘Don’t be misled by ‘12 per 
cent per annum’ gross yields. 
Your gross yields don’t mean a 
thing to you until you know 
that your costs and expenses of 
operation lie well within the 
actual dollars and cents you’re 
getting from your borrower in 
the way of interest, service 
charges and discounts,’’ warns 
the author in the accompanying 
portion of his recent address at 
the second annual conference of 
the Bankers Association for 
Consumer Credit. 

Mr. Lorenz is well known as 
an author, management en- 
gineer, and consumer credit 
authority. 


have half a loaf than no bread at all— 
better to have some knowledge of costs 
than none at all. If for some reason 
you have not, or cannot, develop your 
own figures try to follow those of com- 
panies whose pathways have led stead- 
ily forward and upward. 

For this reason I would suggest that 
you arbitrarily consider your acquisi- 
tion cost as being $2.25 and that the 
monthly collection costs be established 
as $0.30 per month per account. This 
would represent your per item cost. 
The last item is the per dollar cost. 
Expenses are sometimes difficult to 
segregate, but I believe that a “rule-of- 
thumb” allowance of 4 to 5 per cent of 
the invested dollar will keep your op- 
eration in line. 


© 

i 
StupieD efforts should be made to 
acquaint the public with the inside work- 
ings and problems of modern banking. 
We should remember that good and bad 
banks stand and fall together in reflect- 
ing public opinion. Proper advertising 
and public policies are a national prob- 
lem, and not one merely for individual 
banks.—T. B. Strain, President, Con- 
tinental National Bank, Lincoln, Ne- 
braska. 





Government Bond 


Investment Policy 


NSURANCE companies and savings 
banks, in most cases, following ap- 
proved investment practices of many 

years standing have diversified lists of 
bond maturities in corporate, municipal 
and U. S. Government bonds. Their 
contention is that as interest rates 
change over a period of time they will 
have enough bonds maturing in any 
given year and new money coming in 
for investment to take advantage of any 
opportunity or opportunities that may 
present themselves to invest their funds 
at higher interest rates. They prefer 
not to predict definitely that interest 
rates will change or be changing two, 
five or ten years hence and group their 
maturities accordingly. They feel that 
their judgment might be wrong. These 
types of institutions consequently make 
up the bulk of the demand for the 
longer maturities of U. S. Government 
bonds where the yield is highest—at the 
present time around 2% per cent. They 
simply enter the market when they wish 
to invest their money and buy the high- 
est yield available that fits in with their 
diversified maturity schedules. 


Commercial Bank Problem 


Commercial bankers are, however, 
faced with a different problem, and in 
most cases take an approach from a 
different point of view. They feel the 
pressure of the excess reserves contin- 
ually piling up and the gradual lower- 
ing of the yield on all interest bearing 
investments in their portfolios. 

What attitude then should they take 
toward further investment in the U. S. 
Government bond market when and as 
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By Dudley H. Mills 


President, Discount Corporation of 
New York, New York City 


opportunity offers? Most of them at 
the present time have resolved their 
problem along the following lines. 
Rather than place a large amount of 
money in the shorter maturities up to 
five years where the yield is one-half 
of one per cent or less, they have chosen 
rather to invest a portion of their fund 
available for investment in bonds of the 
U. S. Government maturing in about 
ten years where the yield is a little 
under 2 per cent. They feel they are 
not justified in extending their maturi- 
ties beyond ten years to secure 34 of 
one per cent more yield and practically 
doubling the length of their invest- 
ment. They reason that if, say five 
years hence. there should come a de- 
cided change in interest rates, their 
holdings would be due within about five 
years and they could afford to hold 
these short dated bonds to maturity. 
But they also reason that 20-year bonds, 
five years hence, will still be 15-year 
bonds and they might suffer a deprecia- 
tion in their capital account incommen- 
surate with the yield obtained. 


Portfolio Trade Risks 


The question is often asked whether 
a bank should trade its portfolio and 
take advantage of the swings in the 
market which occur from time to time. 

First of all, under no circumstances 
should a bank trade its entire portfolio 
of U. S. Government bonds. The risks 


of being wrong are entirely too great 
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to justify any such permanent policy of 
management. 

A large number of commercial banks 
simply invest in a diversified list of 
U. S. Government securities up to ten 
years, making their investments as best 
suits the income requirements of the 
particular institution concerned, and do 
not endeavor to trade their portfolios. 
In some cases, however, when this first 
requisite of good management and in- 
vestment policy has been lived up to, 
and the bank in question has large ex- 
cess reserves for which there is no local 
demand, a bank may invest a portion of 
these excess reserves, in the hope of 
taking advantage from time to time of 
some of the larger swings in the 
market. 

In this manner banks directly help 
to distribute the large issues of U. S. 
Government bonds which have had to 
be absorbed by the market in the past 
few years, and, in a sense, act as under- 
writers or distributors in the refunding 
of old, or in the marketing of new, 
issues. 

Courage, patience and a determined 
willingness to buy in declining markets 
are the three qualities necessary for suc- 
cessful trading in U. S. Government 
securities. 


Suggestions 


A few helpful suggestions may point 
out the best way to avoid the difficulties 
that are sure to be encountered. It is 
useless to ever consider trying to judge 
the top or bottom of any movement. 
The profit is made out of trying to buy 
on a scale somewhere near the bottom 
of any downward movement and sell- 
ing on a scale near the top of the en- 
suing recovery and endeavoring to get 
a fair trading profit out of the transac- 
tion as well as an interest carry while 
the bonds are being held. 

Sales should be made on a scale up 
when optimism is the keynote of the 
market and it is strong and gives pros- 
pect of advancing further. Having 
shown the courage of his convictions 
by selling on a scale in a rising market, 
the officer in charge of trading must 


immediately make up his mind to do 
two things—first, be patient and, second, 
to await an opportunity to buy on a 
scale down. This may well be a long, 
slow process, and his patience may be 
sorely tried. The bonds sold in a rising 
market must be re-bought on a scale 
down when the opportunity offers, be- 
cause no person can pick the bottom of 
any decline except by accident, and we 
are, of course, discussing average situa- 
tions over a period of time and not one 
or two isolated cases where someone 
may be unusually alert and pick the 
top or bottom of some particular move 
in the market. 


No virtue is so rare as courage in a 
bear market and buying on a scale down 
in a declining market does not make 
much sense to the average person. 


‘*No virtue is so rare as cour- 
age in a bear market and buying 
on a scale down in a declining 
market does not make much 
sense to the average person. 
There always seems to be some 
reason why the market should go 
lower and the buying is usually 
postponed. This is one reason 
why declining markets are gen- 
erally precipitous and rising 
markets rather gradual. Fear 
spreads almost instantaneously 
and people only get their cour- 
age back gradually. A courage- 
ous, determined willingness to 
buy bonds in a declining market 
is the keynote to success in the 
purchase of U. S. Government 
bonds in the open market,’’ 
states Mr. Mills in the accom- 
panying portion of his recent 
address before the Fifth Fed- 
eral Reserve District Bond Con- 
ference, held in Richmond, Vir- 
ginia. 
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There always seems to be some reason 
why the market should go lower and 
the buying is usually postponed. This 
is one reason why declining markets are 
generally precipitous and rising markets 
rather gradual. Fear spreads almost 
instantaneously and people only get 
their courage back gradually. A cour- 
ageous, determined willingness to buy 
bonds in a declining market is the key- 
note to success in the purchase of U. S. 
Government bonds in the open market. 

With the world in the condition in 
which it is, psychological breaks in the 


market, from time to time, may well be 
expected. In fact, the exception would 
be that they would not occur. Such 
occasions when they arise should offer 
the. bank following a sound investment 
program of diversified maturities up to 
ten years an opportunity for further in- 
vestment of surplus funds and until 
excess reserves of the member banks of 
this country, from whatever cause, show 
a clearly defined downward tendency 
such a policy will probably prove to 
be the wisest and most profitable course 
in this dramatically changing world. 


Family Trust Provisions 


WHERE property is left in trust for a 
family, as distinguished from a business 
or charity, at least three things about 
the distribution provisions should be 
observed. 

First, if the immediate beneficiary is 
to receive the income, the dates and 
terms of the income payments should be 
flexible enough to enable the trustee to 
meet the changing needs of the bene- 
ficiaries and the changing conditions of 
the trust estate. If a beneficiary is to 
receive the income of a trust, he should 
receive it at such time and in such way 
as will do him the most good, in the 
accomplishment of which the trustee 
must be authorized to exercise its dis- 
cretion. 


Second, if the income alone may not 
be sufficient for the needs of the imme- 
diate beneficiary, the trustee should 
have authority to use principal to meet 
these needs, and this authority should 
be stated in clear and definite terms, 
that can be understood easily and acted 
upon with assurance. The trustee fre- 
quently finds the indefiniteness of its 
authority to use principal a major diffi- 
culty in efficient and satisfactory trust 
administration. 

Third, the payments to immediate 
beneficiaries should, as far as possible, 
be equalized and should be dependable. 


There is no one thing, perhaps, that 


does as much to dissatisfy a woman, 
having a home and family to look after 
and provide for, with trust administra- 
tion as changing, unpredictable pay- 
ments—one month, one amount; another 
month, another amount; never knowing 
what to count upon. Her problem, in 
most cases, would be solved if the 
draftsman provided that she should re- 
ceive a stated amount each month, re- 
gardless of whether it comes out of in- 
come or principal.—Gilbert T. Stephen- 
son, Director, Trust Research Depart- 
ment, ABA Graduate School of Bank- 
ing. 
© 


It is my belief that we have barely 
touched the personal loan field. Surely 
this is a phase of banking that we have 
permitted to be taken away from us. 
Not only does it offer an outlet for 
funds at attractive rates, but also it 
affords a real opportunity to render 
public service. Economic studies show 
that the greater part of our bank activi- 
ties come to us from people receiving 
incomes of from $1,000 to $2,500 per 
year. As bankers, we should join the 
better companies in the attempts they 
are making to obtain uniform small 
loan laws, and thus better stabilize the 
business.—T. B. Strain, President, Con- 
tinental National Bank, Lincoln, Ne- 
braska, in a recent address. 
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Oud Republic’s simple, practical plan of insuring 
personal loans against the death of borrowers is reducing risk and 
building profits for hundreds of 
commercial banks in 32 states 
from New York to California. 
The plan costs a bank nothing to 
install and operate. How it works 
is clearly explained in the portfolio 
shown at the right. Bank officers 
are invited to send for a copy 


without cost or obligation. 


Old Republic 


Credit Life 


l[nsurance 


The pioneer in 
adapting credit life 


insurance to the needs 
of commercial banks 


with personal loan 


departments. 
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Banks Must 


Explore, Not Exploit 


ANKING in the forties will be what 
bankers choose to make it. The 
world has ever appraised the in- 

dividual and the institution at the value 
that the individual or the institution 
places upon itself. It seldom, if ever 
for long, rates any one or any thing 
above one’s own self-estimate, or above 
its true worth. 

The purpose of a bank is acting as 
a reservoir to receive the surplus cash 
wealth of a community and then make 
it flow back into that self-same com- 
munity for constant economic and social 
upbuilding. There are those who differ 
with this simple definition. I submit 


THOMAS C. BOUSHALL 


By Thomas C. Boushall 


President, The Morris Plan Bank of 
Virginia, Richmond, Va. 


to you, however, that a bank can be 
no sounder than its community. When- 
ever a bank gets too lofty in its rarified 
technique to service the borrowing 
needs of the community that created it 
on a properly selective and constructive 
basis, the community and the bank are 
headed for dry-rot and eventual liquida- 
tion in one form or another. 

Put another way, the purpose of a 
bank is not so much to reward the de- 
positor with a high rent for the use of 
his money, as it is to assure to the peo- 
ple who have labored and earned above 
their spendings in one form or another 
that their money shall be used to assure 
the depositors that the community will 
continue on a stable basis; that it will 
build its people and its activities into 
more successful units; that thus it is 
bulwarking the situation of the de- 
positor and insuring the possibility of 
continuing his own  wealth-creating 
efforts. 

The stockholder has a position some- 
what comparable to that of the de- 
positor. But, as with the depositor, his 
proper return on his money is limited 
to the earnings that the bank can make 
when it first of all fully serves the com- 
munity as a constructive wealth-creating 
force. 


Government Competition 


There are at present forty-four agen- 
cies of the Federal Government which 
are empowered to make loans to indi- 
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viduals and corporations, states, mu- 
nicipalities, and codperatives. Each of 
these units is operating on a nation- 
wide basis. They are competitors of 
every one of the 15,237 privately char- 
tered banks in this country. 

Out and beyond the direct competi- 
tion of Federal lending institutions and 
the governmental encouragement of 
non-stock private agencies, the banks 
are met with a direct governmental 
competition for deposits of no mean 
proportion, in addition to the more than 
one billion dollars on deposit in the 
Postal Savings System. The Federal 
Treasury is selling baby bonds as a 
method of thrift accumulation for the 
public. It is indeed interesting to see 
the quality and quantity of the direct- 
mail advertising sent out all over this 
nation free of any postage cost. The 
offer is that of a direct Government ob- 
ligation at a yield 4/10ths of 1 per cent 
higher than the Federal Deposit Insur- 
ance Corporation allows its member 
banks to pay on savings deposits in- 
sured by an agency of the Federal Gov- 
ernment. The annual gain in the net 
sale of those Federal Treasury obliga- 
tions is rising well above the billion- 
dollar figure. 


I give you the above data as author- 
ity for my statement that in the coming 
forties you can not run your banks en- 
tirely for the ultimate benefit of the 
stockholders of your institutions. You 
must run them for the benefit of your 
communities; for unless you do, the 
Federally operated and sponsored agen- 
cies will take over an _ increasingly 
larger part of the deposit and credit 
function of our country, and we either 
liquidate our privately-conducted banks 
as futile private agencies, or we become 
fully converted into governmental agen- 
cies having and possessing the status 
and function equivalent to that of the 
local post office. 

We can not in this realistic réle look 
at banking in the forties and overlook 
with impunity the realities apparent 
upon our political horizon. The pri- 
mary Marxian tenet is that once the ma- 
chinery of credit is in the hands of the 
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Government all other functions can soon 
be brought within control. 


Explore Possible Credit Uses 


There are some among the banking 
group who believe that we have but to 
tell our detailed story of past and pres- 
ent accomplishment to the people to 
have them accept and support banking 
to the full. Today it makes no differ- 
ence what we have been or what we are. 
The answer to the status that banking 
will assume in the fifties depends on 
what we actively undertake to achieve 
in the forties, not what we did in the 
twenties or thirties. 

How are you to get your deposits 
out working in the individual and 
separate communities so that the peo- 
ple themselves see and feel the full 
force and effect of useful, constructive 
banking service? 

Recently we held a conference of sev- 
eral banks from different communities 
to discuss this self-same question. We 
took a list of twelve major types of 
amortization loans that could be made 
in every community represented by the 


**You must go out into your 
community and explore the pos- 
sible uses to which credit can be 
usefully. put. You must stimu- 
late a desire and a demand on 
the part of your people to make 
use of a hitherto untapped 
source of stimulating activity 
and creating wealth. You must 
yourselves search out the ways 
that your banks can be useful 
and merchandise that service to 
the people as does any other 
business that sells its services, 
its products, and its facilities. 
You must explore your com- 
munity, not exploit it,’’ says 
Mr. Boushall in the accompany- 
ing portion of his recent address 
before the Winter meeting of 
the Industrial Bank Section, 
North Carolina Bankers Asso- 
ciation. 





number of banks present. A constant 
and recurring note in the conference 
was this: “But there is no present de- 
mand for these services in my com- 
munity.” Probably there wasn’t. Nor 
was there any demand for Henry 
Ford’s small car before he made it and 
priced it and advertised to the public 
that it was available. 

You must go out into your community 
and explore the possible uses to which 
credit can be usefully put. You must 
stimulate a desire and a demand on the 
part of your people to make use of a 
hitherto untapped source of stimulating 
activity and creating wealth. You must 
yourselves search out the ways that 
your banks can be useful and merchan- 
dise that service to the people as does 
any other business that sells its serv- 
ices, its products, and its facilities. You 
must explore your community, not ex- 
ploit it. 


Demonstrate Indispensability 


You can demonstrate to the people 
that their money is flowing directly back 
into the community, creating sales, de- 
veloping jobs, paying wages, liquidat- 


ing bills, remodeling homes, educating 
children, converting accounts receivable 
into new inventory bought for cash at 
a discount, moving goods in stock, buy- 


**You can not run your banks 
entirely for the ultimate benefit 
of the stockholders of your insti- 
tutions. You must run them for 
the benefit of your communi- 
ties; for unless you do, the Fed- 
erally operated and sponsored 
agencies will take over an in- 
creasingly larger part of the 
deposit and credit function of 
our country, and we either liqui- 
date our privately-owned banks 
as futile private agencies, or 
we become fully converted into 
governmental agencies having 
and possessing the status and 
function equivalent to that of 
the local post office.’’ 


ing new cows to add to a _ herd, 
equipping farms and kitchens with mod- 
ern machinery, lightening physical 
effort and relieving mental worry, fa- 
cilitating marriages, and bringing 
babies into the world. 

If you have excess idle funds in your 
banks deposited there by people in 
your own community, and you have not 
explored every avenue in your com- 
munity by which you can route those 
funds back into every ramification of 
the economic life of the individual, 
firm and corporation, the municipal 
and county functions, you will have 
but yourselves to blame if your people 
feel it is a matter of indifference 
whether in future they buy baby bonds 
impersonally at the post office or bor- 
row funds from a branch of a Federal 
agency or a Federally sponsored organ- 
ization. 

In seeking primarily to serve your 
communities, you will protect your de- 
positors and preserve and properly re- 
ward the investment of your stock- 
holders. You will endure as construc- 
tive and indispensable institutions of 
the system of private enterprise, which 
you will have greatly helped to main- 
tain. 


© 


EXIT USHA 
THe USHA hasn’t accomplished its 


purpose. Is hasn’t eliminated slums. It 
is financing expensive projects and one 
of the prime requisites of the tenants is 
their ability to pay the rent, thereby 
eliminating present occupants of so- 
called slum property. 


The new regulations of FHA in the 
Title I, Class 3 houses under $2,500 and 
the insuring of loans for rehabilitation 
of multiple low-cost housing in blighted 
districts offer a way to take care of 
slums without Government grants and 
subsidies as are included in USHA 
operations. USHA is one government 
agency that should make its exit from 
the field of private enterprise—Byron 
T. Shutz, President, Mortgage Bankers 
Association of America, in a recent ad- 
dress. 
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this book 
was written 


INCREASING PERSONAL LOAN BUSINESS 


by R. E. DOAN and G. F. FOLEY 
Price $2.50 


The Chapters “HE Personal Loan Department has far 
greater possibilities than have hitherto 
. Who Borrows. Why They been realized. Mr. Doan and Mr. Foley 
Borrow recognize the human features of this department 
. Practical Operating Suggestions in its possibilities for service te the worthwhile 
citizens of the community but they have gone 
further in their investigation of the country’s 
successful Small Loan Departments to answer 
. Introduction to “THE the questions: How May Profits Be Increased? 
DENVER PLAN” How May Services Be Broadened? How May 
. DENVER PLAN and Large Its Facilities Be Extended to Serve Business 
Firms as Well as the Individual? 


. Advertising Personal Loan 
Department 


Department Stores 


. DENVER PLAN and Small Besides these questions the authors as 
Retailers, Professions originators of the now famous “DENVER 
PLAN” present their experiences and set forth 


- Systematizsing FHA Modernisa- for the first time the entire operation of this plan 


Oo 


d tion Loans which assists retail merchants to liquidate their 
n . FHA Mortgage Loans delinquent accounts. 

d 

f 

d 

\ May we send you on 5 days’ approval a copy of 

t 


INCREASING PERSONAL LOAN BUSINESS? 


en ed 


BANKERS PUBLISHING COMPANY 
465 Main Street - - Cambridge, Massachusetts 
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Installment Loan 


Policies and Procedure 


N installment loan program, in 
order to be effective, must be sup- 
ported by proper credit procedure 

and policy. The application for credit 
must reveal all facts necessary to effect 
a sufficient investigation on which to 
make a credit decision and it also must 
include enough information to serve 
subsequent collection needs. 


We maintain a central file record of 
all customers of this department and 
each new application is checked against 
it to ascertain if we have any informa- 
tion on the applicant. This is supple- 
mented by clearances with local credit 
bureaus, particularly those bureaus 
covering installment business houses. In 
addition, the name of each applicant is 
reported to a central house covering all 
banks making industrial loans. By 
means of this clearing house we are able 
to determine if the applicant has an 
open account with any other institution 
or if the other institution has had an 
unfavorable record with him. I wish to 
emphasize the importance of this pro- 
cedure. It is a necessity if more than 
one bank is in the business in your 
locality. Borrowers have a tendency to 
double up and in each case where a 
double occurs, the possibilities of 
trouble on your account are present. 

If our investigation shows that a 
borrower is indebted on an unsecured 
basis to one of the other banks, it is 
necessary that the loan be paid off with 
our loan or the application be declined. 

Credit references and employment are 
cleared by telephone in those cases 
where possible, and, if such information 


398 


By William B. Hall 


Manager, Monthly Payment Loan Depart- 
ment, The Detroit Bank, Detroit, Mich. 


is unobtainable by telephone, it is 
cleared either by letter or through a 
credit reporting company. Credit re- 
ports are used by our bank only in 
such cases where the application is for 
an FHA loan or the applicant is in 
business for himself. There are, how- 
ever, many towns where it is possible 
to obtain a credit report in which a lot 
of the above information is included. 


Credit Decision Factors 


After the application has been inves- 
tigated, it is reviewed by our credit 
committee the following factors being 
considered. 


1. Purpose of the loan must be 
sound, that is, we must satisfy ourselves 
that the customer needs the money for 
a legitimate purpose and that the funds 
are not to be used in such a manner as 
will incur an additional obligation 
beyond his ability to discharge. For 
example, as you know, some individuals 
borrow funds as a part of down pay- 
ment on a real estate purchase. We 
give consideration to the total amount 
of the monthly payments on the real 
estate plus those on our loan as com- 
pared with their present housing re- 
quirements. 


2. Type of employment: Ability to 
repay depends on continuity of employ- 
ment and if the employer is in a sea- 
sonal business or if his financial condi- 
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tion is of such a nature that the employ- 
ment is likely to be terminated, such 
conditions tend to make undesirable 
loans. 


3. Length of employment and income 
are important since most employers 
give consideration to seniority rights 
and in event of slack. periods the newer 
employes are likely to have their posi- 
tions terminated. The amount of in- 
come, of course, is essential since it 
must be sufficient to meet living require- 
ments plus any contractual obligations. 


4. Past record of meeting debts is 
usually indicative of an individual’s 
attitude towards his future obligations. 
If obligations in the past have been 
properly discharged, we are reasonably 
assured that the applicant regards a 
debt as something to be paid when due. 
In this connection we do make allow- 
ances for delinquencies which have 
occurred due to no fault of the bor- 
rower, such as unemployment during 


the depression years, or illness and 
death. 


5. Centralization of debts is attempted 
on each loan that we make other than 
automobile or FHA loans. In many 
cases, by combining a number of out- 
standing obligations, the total monthly 
installment required is reduced, and, 
since the payment is to be made at one 
place, that is our office, the possibility 
of prompt payments is better than as 
if the payments are scattered in a 
dozen places. 

6. Existing obligations restrict an 
individual’s ability to incur additional 
debts, since an income can be divided 
into only so many parts and if the appli- 
cant is already indebted for housing, 
living, and debt requirements, close to 
or beyond his ability to repay, assump- 
tion of additional debts will only lead 
to trouble. 

7. Number of dependents usually 
gives some indication of total living ex- 
penses. True, there are some excep- 
tions to this since some families, par- 
ticularly those of foreign extraction, are 
able to live more reasonably than those 
whose living standards are higher; how- 
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ever, in general, it is safe to assume that 
each dependent increases the total liv- 
ing expense of a family and decreases 
ability to repay borrowed money. 

8. Length of residence often indicates 
stability of applicant. In general, those 
who move frequently are poor credit 
risks. 

9. Property ownership is_ usually 
considered an asset because of the sta- 
bility it implies. 

It would be difficult to say just what 
bearing each of the above factors has 
in arriving at a credit decision. Each 
has its place in the consideration. I 
would like to emphasize the necessity of 
your credit man’s having a retail point 
of view rather than a wholesale point 
of view. By that I mean a successful 
retail credit man looks for reasons to 
extend the credit rather than for rea- 
sons to decline it. Your credit man 
must do likewise. He must see all the 
possibilities of the applicant and look 
for reasons to extend the credit. The 
tendency of those new in this operation 
will be to decline a large percentage of 
the total applications. Each declined 
application should be carefully re- 
checked to see if there is a possibility 
of extension of credit. 


Collection Procedure and Policy 


A successful operation is depend- 
ent upon an efficient collection pro- 


‘‘An installment loan pro- 
gram, in order to be effective, 
must be supported by proper 
credit procedure and policy. The 
application for credit must re- 
veal all facts necessary to effect 
a sufficient investigation on 
which to make a credit decision 
and it also must include enough 
information to serve subsequent 
collection needs,’’ states Mr. 
Hall in the accompanying por- 
tion of his recent address before 
a meeting of the Auditors and 
Comptrollers of Western Michi- 
gan. 





cedure. Each account is as different as 
the individual it represents and it must 
be handled on that basis. It is neces- 
sary, however, to have a basic routine 
to be followed on all loans up to a cer- 
tain point in order that the total volume 
can be handled at the least possible 
expense. 

On new loans where the first payment 
is not made, it is immediately called to 
the attention of our collection man. The 
credit file is first examined to discover 
the possible reason for the delinquency. 
It might be that the customer has re- 
quested a different payment date than 
the one set up and this accounts for it, 
or there may be some condition in the 
credit file that indicates a weakness 
that should immediately be followed. If 
the reason is apparently not our fault, 
a letter is immediately sent to the cus- 
tomer. This letter calls his attention to 
the requirements of regular monthly 
payments and also points out that our 
charges are reasonable because in our 
contract with him we assumed his desire 
to make the payments as they became 
due and thus avoid necessity of collec- 
tion expense. In the event we do not 
hear from this within three days, a tele- 
phone call is made at his home or busi- 
ness, and, if impossible to secure an 
answer, a personal call is made. There 
are two reasons for the attention given 
to the first payment. First, because we 
wish the customer to realize the im- 
portance of meeting his contract and, 
second, to determine if information 


**A successful operation is 
dependent upon an efficient col- 
lection procedure. Each account 
is as different as the individual 
it represents, and it must be 
handled on that basis. It is 
necessary, however, to have a 
basic routine to be followed on 
all loans up to a certain point 
in order that the total volume 
can be handled at the least pos- 
sible expense.’’ 


secured when credit investigation was 
made is not correct. 


On seasoned loans we send routine 
delinquent notices at periods of six, 
twelve, and eighteen days. The reason 
we delay the first notice for six days 
is because of the fact that a customer 
may make a payment four days from 
maturity without penalty. In the event 
the payment is made at a branch, it 
reaches us the following day. Should 
the payment be made on a Saturday, the 
payment could be six days late and still 
meet our requirements. This condition 
does not exist with those banks who do 
not have branch operations to consider. 
Routine notices are followed by tele- 
phone calls, special letters, and in some 
cases by personal calls. The most sat- 
isfactory collection procedure is by tele- 
phone since you are able to discuss the 
account with the customer and secure a 
definite answer. Personal calls are 
likely to be ineffective as well as ex- 
pensive, and, in our operation, are re- 
sorted to after all other efforts fail. 
Letters are valuable; however, frequency 
of use restricts their results, and we, 
therefore, are cautious in the use of 
letters. 


In some cases, of course, the above 
fails to produce results. We have 
arrangements with our attorneys 
whereby accounts may be turned over 
to them for attorney’s letter before 
court action is taken. This is very 
effective in bringing the customer to the 
realization of the necessity of either 
making his payments or giving us a 
satisfactory reason for the delinquency. 
Failure to attend to this results in court 
cases in the event we feel that such 
action will produce the desired results. 
We do not take court action on those 
loans where we have determined that 
further collections would be impossible. 

On FHA Title I loans we follow the 
established governmental procedure and 
the claims are filed within six months 
of the delinquency unless the customer 
has been able to show us that he will 
be able to make regular installments. 
In this event the matter is referred to 


Washington, and, if approved, we hold 
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the account for an additional three 
months. 

On occasion we refinance the existing 
balances on delinquent loans. I would 
like to caution you on the danger of 
refinancing merely for the purpose of 
correcting delinquency. Unless the cus- 
tomer is now able to provide regular 
monthly liquidation, and the cause of 
the delinquency—whether it be sickness, 
unemployment, or some other reason— 
is corrected, it is unwise to refinance 
the debt. Removal of delinquent 
accounts from collection follow-up by 
refinancing is a habit into which some 
collection departments may fall. In 
our operation no account is refinanced 
unless it is reviewed by myself or my 
assistant to determine the wisdom of 
such action. 

© 


BANK SUPERVISION ON CAREER 
BASIS 


IF sound operation of banks is more 
reasonably assured by supervision, it 
follows, naturally, that supervision 
should be intelligent and experienced. 
State banking departments should be set 
up and maintained on the basis of 
career jobs. The position should be 
definite, if not permanent, with ade- 
quate pay to insure long tenure of serv- 
ice. The examining staff should be se- 
lected carefully and likewise placed on 
a career basis. Far too many state 
banking departments are not established 
on a career basis but there is a suffi- 
cient number of them not subject to 
political change to indicate that some- 
thing can be done to eliminate the po- 
litical aspect from the appointment of 
the personnel.—Leonard C. Smith, Dep- 
uty Director of Banking, Kentucky. 


© 


Waces and hours have produced one of 
banking’s most serious problems, but I 
am more concerned with the effect the 
law may ultimately have on the bank 
employe. If we are to perpetuate bank- 
ing earnest consideration must be given 
in the future to employe training.— 
T. B. Strain President, Continental Na- 
tional Bank, Lincoln, Nebraska. 
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BANK 
ACCOUNTING 


AND 


AUDIT CONTROL 


By 
JAMES E. POTTS 


Auditor 
Tue First Nationat BANK oF Boston 
Boston, Mass. 


Rd 


Wen BOOK is a study of account- 
ing and audit control as applied 
to banking. It starts with a typical 
statement of a large bank. This is 
broken down into a more detailed 
list of accounts and each account 
is then traced back to the trans- 
actions which gave rise to it. In 
so doing the accounting procedure 
involved is studied and also the 
audit control factors which may 
be applicable in each case. 

The book is profusely illustrated 
with various forms used for audit 
control. It should be of value 
not only to the student of bank 
accounting but to comptrollers, 
auditors and bank executives in 
general as well as to public account- 
ants and bank examiners. 


Price $4 delivered 


BANKERS PUBLISHING CO. 
465 Main Street, Cambridge, Mass. 


Please send me on approval a copy of 
“Bank Accounting and Audit Control’? by 


James E. Potts. At the end of 5 days I H 


will either remit $4 or return the book. 





The Future of 


Bank Loan 


MERICAN business and particularly 
larger American business, is today 
more strongly financed within itself 

than formerly. Whether recent tax 
laws will permit corporate internal re- 
serves to continue is a problem, but 
today business is more than formerly 
independent of borrowing in times of 
stress. Improved distribution facilities 
require less financing. It has been said 
that these reasons alone may forever 
retard any considerable expansion in 
business and commercial loans. I do 
not believe this. New industries will 
arise and spread their buying power 
over the whole economic structure. 
Little industries will grow and require, 
as ever, credit for the growth. Manage- 
ment resourcefulness will develop new 
products and new uses for old products, 
and the public will consume them. No 
one can now predict what can or should 
happen to our gold. 


Personal Loan Field 


The small personal loan business will 
become a larger factor in commercial 
banking. The banks of the country are 
not and should not be principally deal- 
ers in credit at wholesale. If they had 
been dealers in credit at retail to a 
greater extent in the past, the public 
would better understand the banking 
business. Many banks, particularly in 
recent years, have established personal 
loan departments, charging the small 
borrower a rate of interest which should 
tend to decline as banks increase their 
volume and their efficiency in handling 
small units of credit. 
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Demand 


By Bayard F. Pope 


Chairman of the Board, The Marine 
Midland Trust Company, New York 


Only in recent years has the instal- 
ment system of payment permitted the 
wage earner to be something of a capi- 
talist, and able to buy those necessities 
and luxuries of life, the total cost of 
which he could not afford at any one 
time. Seldom does the buyer of an 
automobile, or an icebox, or a radio, or 
a. washing machine, on the instalment 
plan, come into direct contact with the 
banker, or have any knowledge that the 
corporation which advances him the 
money is in considerable measure bor- 
rowing from the banker. It would be 
an injustice to the service now rendered 
by many finance companies throughout 
the country and to their efficiency of 
operation, to say that the banks should 
be doing this business. These finance 
companies and instalment lending cor- 
porations came into being because of a 
combination of circumstances during 
which time the banks for the most part 
sat on the sidelines. If the banks were 
doing this business directly with the 
millions of borrowing individuals it 
would be a means of further improving 
bank public relations and profits. That 
the small loan business of the banks 
will increase to their benefit and profit 
over the years, I have no doubt. 


Foreign Trade 


Decline in foreign trade has been 


another reason for decline in bank 
loans, and for improvement in this cate- 
gory of borrowing we must look to a 
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return of more normal world conditions. 
If one expects that at some time in the 
future the world will again settle down 
to a greater peace-time than war-time 
existence, then one will expect that this 
country’s position among the other na- 
tions of the world, our greater expe- 
rience in world affairs, the increase in 
our buying power and the magnitude of 
our resources and productiveness will 
lead us again to have a greater activity 
in world trade and more loans for the 
American banks. 


Government Competition 


We have seen that there exist many 
government agencies loaning money on 
almost anything, and much on land and 
its products—wheat, cotton, etc. Under 
the assumption I have chosen to make 
as to our future, I would expect govern- 
ment loaning activity to decline. It 
will not be static; it could not increase 
materially without forcing a funda- 
mental change in our whole economic 
and social system. Prices will again be 
more the result of supply and demand 
than fixed by government agencies, and 
the money of industry and banks will 
again in considerable measure take the 
place of the taxpayer’s money in the 
hands of government in financing com- 
modity surpluses. 

Privately owned mortgage companies, 
banks and others for which loans based 
on real estate are suitable and attrac- 
tive will ultimately absorb increasingly 
the sound property loans now made by 
government agencies. Unsound loans 
will be charged off or worked out ulti- 
mately. If the government were to be 
our landlord in place of private land- 


lordism, again you clash with democ- 
racy. 


Long Term Loans 


In his current struggle to loan more 
money, the commercial banker has in- 
creased his volume of long term loans. 
If the banker is to keep himself in condi- 
tion to return the depositor’s money on 
demand, he can have only a limited 
volume of long term loans whose pre- 
payment cannot be anticipated and for 
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which there is no market on demand. 
There is a place in commercial bank- 
ing for such loans in conservative 
volume, according to each bank’s condi- 
tion, and such loans where sound for a 
bank to make are often of the most 
service to the borrower. You have heard 
of “frozen loans”—loans which started 
to run for a period of six months, but 
before they were paid became long 
term loans. Better sometimes in the 
first instance to have recognized a long 
credit and plan for its reasonable 
amortization, than to face undesirable 
renewals. 

I realize that for bank loan rates to 
increase we have to reckon first with 
the magnitude of our present credit 
base—the bank’s excess cash, our high- 
for-all-time excess reserves, and our 
quantity of gold—so it would be idle 
to expect any quick or substantial in- 
crease in rates. I will be amazed, how- 
ever, as our progress continues in the 
future, if we do not with speed now 
unpredictable find demand sufficiently 
catching up with credit supply to have 
some lifting effect on rates. 


a 


‘‘New industries will arise 
and spread their buying power 
over the whole economic struc- 
ture. Little industries will grow 
and require, as ever, credit for 
the growth. Management re- 
sourcefulness will develop new 
products and new uses for old 
products, and the public will 
consume them... . 

**I will be amazed, as our 
progress continues in the future, 
if we do not with speed now 
unpredictable find demand suf- 
ficiently catching up with credit 
supply to have some lifting 
effect on rates,’’ states Mr. Pope 
in the accompanying portion of 
his recent address before the 
New School for Social Research. 





Encourage Purchase of 


Local Securities 


ET me discuss that particularly im- 
portant and reasonable plea that 
the banks be not merely allowed, 

but encouraged, to assist relatively 
small corporations in their neighbor- 
hoods by the purchase (in whole or in 
part) of an issue of sound securities. 

Of course, the objections to such 

securities are plain, but in some re- 
spects superficial. One of the objec- 
tions most often expressed is that they 
are not given a rating by the services, 
principally because of lack of market- 
ability, which is one of the important 
factors in rating. 


That question seems to me to answer 
itself. For such purposes ratings just 
cannot count. There is and must be a 
limit to the encyclopaedic work the rat- 
ing companies do, and so far the cost 
of covering the many little fellows is 
prohibitive. 

To what extent is the objection as to 
size really sound? Provided the bank 
may take a $100,000 five-year loan 
which is not marketable at all, is there 
any objection to putting the loan in 
what is at least a more marketable 
form? 

So far as I am personally concerned, 
while I believe fully in gathering every 
bit of statistical information and past 
history I can about a security—factual 
history, mathematical history — and 
while there are border line figures 
which would give some idea as to 
whether the management is capable, 
progressive and honest—neither mathe- 
matics nor trends of earnings are in 
any sense conclusive as to the virtue of 
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By B. Howell Griswold, Jr. 


Senior Partner, Alexander Brown & Sons, 
Baltimore, Maryland 


a management. And yet management, 
in my judgment, from the standpoint of 
a corporate issue, is an essential factor 
in judging the future. 


Intimate Knowledge Valuable 


For example, I would rate high in 
my decision the judgment of a capable 
local banker who knew intimately the 
president of a corporation and had 
known him for a number of years, and 
I would rate equally low the judgment 
concerning the capacity and integrity 
of a management which was based on 
the multiplication table operated at a 
distance. For there are important fac- 
tors which balance sheets and earnings 
do not disclose. A few illustrations 
would be: labor dissatisfaction, im- 
portant expiring contracts, and a pos- 
sible indictment under the Anti-Trust 
laws. 

And so the village and country bank- 
ers, and even the city bankers, knowing 
the small corporations in their neigh- 
borhoods, living with the officers, in 
touch with the good and bad that has 
happened or is likely to happen to the 
business, have a far safer bet on their 
side than if they relied on long distance 
ratings alone. 

If this be true, something is owed the 
banker as well as the corporation and 
the community, not merely to permit, 
but to encourage the banker to consider 
this type of loan. 
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The seed of the great commercial 
growth of this country was not planted 
by national planners, but by the found- 
ers of small local industries. Within 
150 years we have developed from a 
nation of 6,000,000 people clinging 
along the Atlantic seaboard to a coun- 
try of 125,000,000, populating the 
wealthiest nation of the earth. If we 
had waited for great dams to be na- 
tionally planned for supplying power, 
we might still be killing Indians and 
leading a much healthier if not. safer 
life. 

Money comes like water, from springs 
on the hillsides, and generally flows 
locally by gravity to points of greatest 
need, 


Suggested Plan 


Perhaps the situation would be im- 
proved if the authorities would instruct 
the examiners that securities of neigh- 
borhood industry will not be viewed 
with disfavor if they meet a. given 
formula of earnings over a period of 
years, the issue is limited to not more 
than 10 years, a reasonable sinking 
fund exists, and if there is on the file 
(1) a resolution of the bank directors 
that they are satisfied as to the integrity 
and ability of the management and with 
the prospects of the company, and (2) 
a certificate of (say two) independent 
reputable security dealers (who have no 
interest in the business or in the sale 
of the securities) that in their judg- 
ment the securities are suitable for the 
bank’s purchase. 

We have an analogous system in the 
courts of Baltimore for the approval 
by judges of purchases of investments 
for trust estates. The courts require 
the certificate of two disinterested in- 
vestment houses. The rule has worked 
much better, I believe, than a formal 
list of permissible investments, which 
was done away with some years ago. 

I would confine the rule to corporate 
issues of, say, not more than $1,000,000 
to $1,500,000, and permit them to be 
bought in whole or in part. 

I believe this situation, which is some- 
what confusing as to what might be 


‘‘Perhaps the situation would 
be improved if the authorities 
would instruct the examiners 
that securities of a neighbor- 
hood industry will not be viewed 
with disfavor if they meet a 
given formula of earnings over 
a period of years, the issue is 
limited to not more than 10 
years, a reasonable sinking fund 
exists, and if there is on the file 
(1) a resolution of the bank di- 
rectors that they are satisfied as 
to the integrity and ability of 
the management and with the 
prospects of the company, and 
(2) a certificate of (say two) 
independent reputable security 
dealers (who have no interest in 
the business or in the sale of the 
securities) that in their judg- 
ment the securities are suitable 
for the bank’s purchase,’’ sug- 
gests Mr. Griswold in the accom- 
panying portion of his recent 
address at the Fifth Federal 
Reserve District Bond Confer- 
ence, Richmond, Virginia. 


called “eligible” investments, will grad- 


ually be straightened out. I think the 
government agencies controlling the sit- 
uation are definitely trying to get to- 
gether and will get together on some 
plan which is reasonable and practical. 
I have great confidence in the ability 
and judgment of the present Comp- 
troller of the Currency. 


© 


Ir we are to cope with the decline of 
our traditional services and sources of 
earnings we shall probably have to sub- 
stitute others. I for one should rather 
see us embrace lending services for- 
merly not handled by us, or extend ex- 
isting services, than go on increasing 
the employment of our deposits in the 
investment market, if such lending serv- 
ices can be developed within the proper 
limits of sound banking practice.— 
Philip A. Benson, president, American 
Bankers Association. 
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IN WASHINGTON 


By Our WASHINGTON CORRESPONDENT 


RGANIZED banking spoke out with 
considerable candor on Admin- 
istration favored legislation, early 

last month, which fact would have pro- 
vided financial page headlines in earlier 
days, before Europe exploded. How- 
ever, the fact that the American Bankers 
Association did declare itself in no un- 
certain terms, is a hopeful and encour- 
aging sign. Perhaps it is indicative of 
a more aggressive policy in the future? 

The legislation which drew the sharp- 
est verbal fire of many years, was the 
bill of Rep. Marvin Jones, chairman of 
the House Committee on Agriculture. 
The measure has its counterpart in a 
similar one by Senator Wheeler. The 
proposal is to reorganize the Federal 
Land Bank System in a way that, if 
passed, will virtually eliminate the 
country banks from the farm mortgage 
picture. Secretary of Agriculture Wal- 
lace has said he favored the bill. Sev- 
eral radical farm organizations have 
told the President that the bill must 
pass and that the fate of the farm states 
in the national elections was involved. 
At the same time the more conservative 
farmers’ organizations have opposed the 
bill. 

Several months ago there was news 
in the move of Secretary Wallace to 
take over and change the policies of 
the Farm Credit Administration, long 
an independent fiscal agency. There 
were resignations and statements. The 
high officials of the Department of Ag- 
riculture denied the charges that they 
were going to change policies or soften 
credit or otherwise disrupt the functions 
of the Federal Land Banks. They 
seemed horrified to even hear the sug- 
gestion. 

Now, however, the situation seems 
clarified with the exception that New 
Deal officials are charging that the old 
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land bank policies made for soft credit 
and that they are for sound credit. There 
is something familiar about the tone 
and the phrasing which is remindful of 
taking over independent nations in or- 
der to protect them. In fact the Farm 
Credit Administration and the Land 
Bank System seem now to be under pro- 
tection of this type. Congress is asked 
to vote the legality of the process. 

A. L. M. Wiggins, president of the 
Bank of Hartsville, S. C., and chairman 
of the Committee on Federal Legislation 
of the ABA, told the Agriculture Com- 
mittee of the House that bankers “can- 
not remain silent in the face of an ai- 
tack on the integrity of credit and the 
introduction of unsound policies into 
the operation of the agricultural credit 
system of the country. The most seri- 
ous threat to the credit structure of the 
nation that has yet been offered for 
the consideration of Congress is con- 
tained in three proposals in this bill.” 

The three sharply criticized sections, 
concern the substitution of the guaran- 
tee of the Government in the place of 
the collateral underlying Federal Land 
Bank bonds; the destruction of the in- 
tegrity of the obligations of the bor- 
rowers on mortgage loans “through the 
abolition of personal liability; and the 
provision that allows personal obliga- 
tions to be repudiated ‘through an open 
invitation for scaling down of debts.’ ” 

Secretary Wallace, who testified for 
the bill, waited until the bankers appear- 
ing against it had left the Capital and 
then issued a statement of “accurate in- 
formation concerning the real issues” in 
the controversy. He charged that old 
policies pursued “threaten to wreck the 
credit structure of agriculture,” for 
these have “in the past been unsound 
and if continued without modification 
will cause serious losses . . . the real 
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threat to our farm credit structure is 
to go on as we have been going.” 

The only Government agency which 
opposed the Jones’ Bill program was 
the Treasury Department which, 
through Undersecretary Bell, raised the 
question of ability to absorb the losses 
and the possible drain on the Treasury 
at the present time. He also noted the 
false assumption that 3 per cent money, 
made mandatory in the bill, could be 
offered without Treasury losses on its 
own cost of securing money in the open 
market. 

Whether this bill passes or not—and 
it may pass in this election year—it is 
one of the clearest indicators of the 
trend of Washington thought. As the 
ABA statement pointed out: “It is an 
interesting fact that all totalitarian eco- 
nomic systems in the world today under 
the control of dictators have used such 
devices as this bill proposes to enable 
them to take over the agricultural sys- 
tems and eventually all types of pri- 
vate business enterprises.” 


Outlook Politically Tinged 


The general banking outlook in Wash- 
ington at the mid-month date was heav- 
ily tinged with politics. Plans and pro- 
grams are advanced or concealed in re- 
lation to party activities. Efforts of the 
Administration in connection with the 
spread of European hostilities remain 
as in the past, with the undercurrent of 
more restrictions on foreign credit, for- 
eign exchange and trade. But even in 
this broad field, politics has entered, 
for those who want the President to run 
for a third term, feel that foreign events 
favor him. In this connection, it is of 
more than passing interest, that the 
Emergency Banking Act of 1933 was 
utilized for “freezing” bank balances of 
Scandinavian countries. This Emer- 
gency Banking Act holds vast control 
powers, few of which have been util- 
ized, but could be. 


Bank of America—NLRB 


While the Bank of America, N. T. & 
S. A., has achieved its accord with the 
Comptroller of the Currency, and the 
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Reconstruction Finance Corporation has 
publicly indicated its willingness to 
make a loan of $30,000,000 or buy pre- 
ferred stock, the same institution re- 
mains in the front line labor trenches. 
It occupies the most advanced post in 
a contest with the National Labor Re- 
lations Board over union recognition 
and the discharge of employes said to 
be members of a (CIO) union. 

The second full dress case between 
the bank and the NLRB was also de- 
cided against the former. That is, the 
trial examiner’s report said the bank 
was guilty of discharging employes be- 
cause of their union affiliation and or- 
dered their rehiring and back pay. 
Further, the trial examiner said the 
bank’s contention that it was not sub- 
ject to the act was wrong. In this in- 
stance, the examiner noted that the 
NLRB Act did not specifically exempt 
banks, hence the assumption stood that 
they were subject to its authority. 

It is likely that since the board has 
now in two cases ruled against this bank 
and all large banks, it will proceed to 
take more positive action in efforts to 
enforce its program. That is the belief 
here. The first case, for example, was 
predicated on the activities of one trust 
department employe but this second 
case involved twelve employes, eleven 
of whom were held to have been dis- 
charged because they belonged to a 
union. 

Whether the NLRB Act will be re- 
vised by this Congress remains very 
problematical. The ultra New Dealers 
are against any revision. The moderate 
Democrats are willing to admit of some 
revision while the Republicans are not, 
themselves, very sure where they stand. 
But in all of this banking is not pri- 
marily involved, nor the board’s as- 
sumption of authority over banks. 


Possible Wage-Hour Changes 


On another labor front, the Wage- 
Hour Administration is going to con- 
sider some changes of its definition as 
to what constitutes administrative and 
executive employes. Hearings of some 
industries are now underway. Banking 
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is expected to privately present its case. 
Col. Fleming, Administrator, seems in- 
clined to broaden the original ruling. 
If he does this, some minor bank em- 
ployes who have been doing administra- 
tive and executive work will not be ob- 
liged to punch time clocks, This is the 
best that may be expected. 


Wagner Banking Study 


The resolution of Senator Wagner, 
chairman of the Banking and Currency 
Committee, providing for a monetary 
and banking study, is not especially 
active. The Senator denies he is “stall- 
ing.” But neither is he moving with 
any great speed. He now has a ques- 
tionnaire, which is to be sent out. to 
banking associations and other groups, 
requesting information and views. After 
that, what next? Probably long quiet 
weeks. while information is tabulated, 
or supposedly correlated. It seems 
clear that the White House doesn’t care 
to have any monetary and banking 
hearings that will amount to anything 
during a political year. 

Chairman Wagner is_ supposedly 
hunting for an economic adviser for the 
“study.” He has mentioned various 
names, but in some instances the names 
mentioned didn’t mean much _ because 
the individuals themselves were not be- 
ing approached with any direct invita- 
tion to help out. Maybe the Senator 
was afraid they would accept? 


Bills Pending 


About the only other bills of imme- 
diate concern to banking processes, 
with possibilities for passage, are the 
Mead small credit aid bills. the Steagall 
FDIC measure which reduces assess- 
ments on banks, and the SEC’s favored 
investment trust bill. There are the 
standby measures such as the Federal 
Home Loan Bank System bill and anti- 
branch bank proposals. While some- 
thing lively could happen with: these, 
the thumbs-down attitude seems to be 
favored. 

Chairman of the House Banking Com- 
mittee Steagall would like to push his 
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FDIC bill through, but for the present 
he is having a hard campaign in his 
Congressional District and little time to 
arrange hearings. He can move fast, 
though, should he suddenly decide to 
do so. 

The SEC’s trust investment bill has 
a definite banking connection. It would 
involve more controls by the SEC of 
bank holding companies and step into 
the sphere of the Federal Reserve Board 
which now issues voting permits. The 
bill is long and complicated. There is 
manifest a desire to push it through be- 
fore too many objections can be raised. 
A companion bill by Congressman Lea 
would come before the Interstate Com- 
merce Committee of the House. Senator 
Wagner’s own committee is conducting 
hearings and may make possible limited 
consideration by the Representatives. 


Chain Store Tax Bill 


Of some interest to some bankers is 
the bill of Rep. Wright Patman, to tax 
the chain stores to an extent that will 
eliminate many of them. The author 
has been having his bill considered by 
a subcommittee of the Ways and Means 
Committee. Independent bankers have 
testified in behalf of the proposal “in 
principle.” Comments have tied the 
chain stores up with the branch bank- 
ing systems and the struggling inde- 
pendent merchants with the little unit 
bankers. Rep. Wright Patman has im- 
plied that big bankers are behind the 
big chain stores. So it goes. However, 
there seems small chance for the Pat- 
man bill at this session and next year 
means a new bill and a new Congress. 
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StupIED efforts should be made to ac- 
quaint the public with the inside work- 
ings and problems of modern banking. 
We should remember that good and bad 
banks stand and fall together in reflect- 
ing public opinion. Proper advertising 
and public policies are a national prob- 
lem; and not one merely for individual 
banks.—T. B. Strain, President, Con- 
tinental National Bank, Lincoln, Neb. 
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Federal Legislation Pending 


Branch Office Restriction 


Bill introduced by Senator Miller 
(Arkansas) S. 3605. 


Provides for restriction of “the es- 
tablishment of branch offices by finan- 
cial institutions chartered or insured 
under the laws of the United States.” 
This would apply to any institution do- 
ing a banking, savings, trust, savings 
and loan, or building and loan busi- 
ness. 

The term “branch office” includes 
“any additional office, branch bank, 
branch agency, branch place of busi- 
ness, or any place for the making of 
loans, or any place for the paying in 
or taking out of money.” 

Provision is made, however, “that 
any state financial institution converting 
into a Federal financial institution may 
continue to operate any branch office 
maintained by it prior to conversion: 
Provided further, that where a financial 
institution, existing at the date of enact- 
ment of this act, which is lawfully 
maintaining any branch office or branch 
offices existing at the date of enactment 
of this act shall reorganize or be re- 
organized, whether by incorporation of 
a new financial institution or otherwise, 
or shall merge or consolidate with an- 
other financial institution or financial 
institutions, the reorganized, merged, or 
consolidated financial institution may 
continue to maintain and operate such 
branches.” 

Penalty of not more than $1,000, and 
imprisonment not exceeding one year 
is provided for violation of the provi- 
sions of this act. 


Land Bank Reorganization 


Bill introduced by Representative 
Jones (Texas) H. R. 8748. 


As pointed out by the ABA and vari- 
ous state bankers associations, danger- 
ous provisions of this bill include: 
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abandonment of coéperative features of 
the Farm Loan Act by elimination of 
the stock interest of borrowers so they 
have no financial interest in the success 
or failure of the farm loan association 
or the land bank; farm loan associations 
would be made up of members (not 
stockholders, and not necessarily bor- 
rowers), whom the Governor deter- 
mined could “be conveniently included 
as a member of such associations;” if 
the Governor so desired, he could trans- 
fer the function of any farm loan asso- 
ciation to a county committee of three 
members, not necessarily borrowers, 
chosen by the Governor, thus giving 
him complete power to control every 
action of the association; places the re- 
sponsibility for sale of farms to former 
owners in the hands of the Governor 
without consulting the land bank or 
the farm association; responsibility of 
determining collection policies would 
be placed with the Governor instead of 
with the association or the bank; re- 
sponsibility for scaling down loans, 
under certain conditions, would be 
placed with the Governor; personal lia- 
bility of borrowers would be removed: 
Government guarantee of the bonds of 
the land banks would be substituted in 
place of the mortgage security. 


New Business for the 


Trust Department 
By T. T. WELDON 
A complete treatise on the adver- 


tising problems of the trust 


department 
Price $5.00 
BANKERS PUBLISHING CO. 
465 Main St., Cambridge, Mass. 





ON 
By JoHN 


ITH the reappointment of Mar- 

riner Eccles as chairman of the 

Federal Reserve Board, it is likely 
that American banking will again be 
asked to function in accordance with 
the philosophy of Mr. Eccles. Like 
many things in Washington, this philos- 
ophy is two-sided. The side best known 
to the public is the “spend-lend” theory 
of Government finance, wherein the 
banking system is expected to support, 
through purchases of Government secu- 
rities, an unbalanced Federal budget. 
This entails banking problems in the 
broad sense of the word, but not prob- 
lems for the individual bank (except as 
it results in low interest rates) because 
it is accomplished through open mar- 
ket operations conducted by the Federal 
Reserve banks. The other side of the 
Eccles’ philosophy, however, is within 
the province of every bank, large and 
small, throughout the country. What 
this philosophy is may perhaps be best 
understood by examining the kind of 
banks he formerly operated, and which 
his friends back home are now running. 

Before he went to Washington with 
the New Deal, Mr. Eccles was a, if not 
the, moving spirit in the First Security 
Corporation which, from its head- 
quarters in Ogden, Utah, controls banks 
operating some twenty-six offices in 
Utah, Idaho, and Wyoming. Together, 
the banks in this system hold about 
$65,000,000 in deposits, and reach most 
of the principal cities in Idaho and 
Utah. 

Mr. Eccles withdrew from the man- 
agement of the Corporation and _ its 
banks when he went to Washington, but 
it is probable that the banks are not 
operated much differently under their 
present direction than they would be 
under his. Two of the Reserve Board 
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chairman’s brothers, George S. Eccles 
and S. S. Eccles, are on the board of 
the First Security Corporation, and the 
former is president of the First Security 
Bank of Utah and vice-president, secre- 
tary and treasurer of the corporation. 
Other men active in the affairs of the 
corporation, such as E. G. Bennett, 
president of the First Security Corpora- 
tion, and M. A. Browning, its vice- 
president, were also active before the 
Board Chairman went to Washington. 
It would be an injustice to the inde- 
pendence of these men to say that they 
are influenced in more than a very mod- 
erate degree by what Marriner Eccles 
wants or does not want banks to do. 
Indeed, on particular matters it is un- 
derstood in Utah that they are often in 
disagreement with him; but in matters 
of basic operating philosophy they 
probably see eye-to-eye. They have all 
come up in the same school and against 
the same background. Thus, although 
Marriner Eccles has only a vicarious 
association with the First Security Cor- 
poration and its banks, the latter can 
be assumed to be operated much as he 
would operate them. 


First Security Record 


During the past four years these 
banks, in the aggregate, have increased 
their loan volume by well over $7,000,- 
000, while their deposits have been in- 
creasing by about $6,000,000, indicating 
an increase in the ratio of loans to de- 
posits of 6.8 per cent. At the same 
time, surplus and profits have been al- 
most exactly doubled and_ preferred 
stock outstanding has been reduced by 
about 40 per cent. Giving effect to re- 
serves, the book value of the common 
stock hhas increased about 20 per cent 
in the three years since 1936. 
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This is obviously a record of which 
any banker might be proud, not only 
during the past few years when bank- 
ing has not generally been a particu- 
larly profitable enterprise, but in any 
period. How it has been done is prob- 
ably indicative of the way in which Mr. 
Eccles would like to see all banks con- 
ducted. The deposit increase can be 
dismissed, because most banks have had 
deposit increases in the last few years, 
due to Federal debt inflation, but the 
increase in loan volume and the indi- 
cated profits of the First Security Cor- 
poration group need some explanation. 
In a degree, they stem from what seems 
to be the basic Eccles’ philosophy. 

There are three points to this philos- 
ophy: First, that money is a competitive 
commodity; second, it must be “sold”; 
third, Government lending agencies 
should be considered as adjuncts of the 
banking system. 

In practice this three-point philosophy 
means that First Security banks are in- 
clined to meet any rate offered. This 
is the reverse of the policy of many 
country banks, which are inclined to in- 
sist on a predetermined rate or nothing. 
First Security executives justify their 
position in being willing to match rates 
with competitive banks in the capital 
centers on commercial loans by point- 
ing out that it is better to get 2 per 
cent than no per cent at all, and also 
that because of the statutory limitation 
on the interest which can be paid on 
savings and time funds, the prohibition 
against interest on demand commercial 
deposits, a bank’s money costs it less 
and hence can be lent for less than was 
once true. 


Credit Salesmanship 


As to the subject of employing sales- 
manship in finding borrowers, Utah and 
the inter-mountain country generally is 
not a particularly fertile field for con- 
sumer finance. Consumer finance is 
most general in pay roll communities 
and the inter-mountain country is 
mainly agricultural or seasonal so far 
as its industry is concerned. Thus a 
broad drive for consumer credits, such 
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as has been carried on in California, 
would not be particularly productive in 
the First Security Corporation’s terri- 
tory. The banks in the group have 
made a considerable volume of such 
loans, naturally, but where they seem 
to have led is in devising ways whereby 
businesses which are not entitled to an 
open line of bank credit can twist their 
paper into bankable shape. Much of 
this class of business has probably been 
developed by the banks in the canning 
industry. The inter-mountain canneries 
are mostly small operators, and the de- 
flation of the early 30’s forced many of 
them to close down; reopening being 
possible only by the liberal application 
of bank credit in some form. The First 
Security group have supplied this, it 
would seem, by working closely with 
cannery managements in order to set 
up better marketing procedures and op- 
erating methods with a view to cutting 
overhead and improving selling prices. 
As security they have resorted to varied 
types of warehousing to protect inven- 
tory collateral. In other words, it is 
probably true to say that they have often 
been the ones, rather than the borrower, 
to initiate applications—showing the 
borrower how he could profitably use 
credit and how he could get it. 


Government Competition 


On the much discussed subject of 
Government competition in the lending 
field, particularly in the realm of farm 
credits, the First Security management 
does not seem to be greatly disturbed. 
Their general policy is to view the Gov- 
ernment lending agencies as fellow 
members of the banking community 
rather than outsiders. As a result of 
this attitude, they study the methods 
and policies of the Federal lenders with 
an eye to using such lenders as an ad- 
junct to private banking. Thus, they 
buy from the Commodity Credit Cor- 
poration its farm-product-backed paper 
and work actively with the Reconstruc- 
tion Finance Corporation in that instru- 
mentality’s policy of making five-year 
business loans where a local bank will 
act as sponsor and service the entire 
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credit, regardless of the proportion of 
‘the loan actually carried by the local 
bank. 

Similar policies employed in an area 
of more active business than exists in 
the inter-mountain country would prob- 
ably have raised the loan ratio of the 
First Security group to well above 60 
per cent of its total deposit line. In- 
deed, without the abnormal deposit in- 
flation of the last few years, the First 
Security group would probably be lend- 
ing close to its loan limit today as a 
result of its efforts of the past few years. 

Although what seems to be the Ec- 
cles’ theory—that a bank should use 
every possible means of pumping 
credits, particularly industrial credits, 


be subject to. dispute by many bankers, 
other facets of the First Security group’s 
policy are likely to be generally ac- 
cepted as good banking. Thus, on the 
bond account side, the component banks 


in the group stick closely to Govern- 


ment obligations, and there is little 
question that these represent the best 
quality that can be had in the bond mar- 
ket. Again, on the accounting side, the 
banks in the group are exceedingly con- 
servative. No account is taken of ap- 
preciated market values of assets, and 
profits when they are realized usuallv 
go directly to reserves. Meanwhile, the 
unusual growth of surplus and the 
sharp reduction in preferred stocks out- 
standing show plainly that the banks 
retain in their assets most of their 


into its community and that it should 


profits. With such a policy no banker 
not quarrel about the interest rate—may 


will quarrel. 


The Public Relations Job 


HERE is nothing mysterious, technical or complicated 

about the practice of good public relations. It simply 

means “getting along with the public” and making the 
people with whom you come in contact respect you, want 
to do business with you and have confidence in the things 
you say and do. 

Every man and woman in banking, regardless of his or 
her position, has an important part to play in any public 
relations program that is sponsored by an individual bank 
or group of banks. 

To many customers of your bank and within the circle 
of your own friends and acquaintances you are the bank 
and to some of them you represent the American banking 
system. This is true whether you are a teller, bookkeeper, 
stenographer or officer. Therefore, what you know about 
your business, your ability to discuss its activities intelli- 
gently, and the courtesy and skill which you employ in 
handling your customer’s business is of tremendous im- 
portance in shaping the public’s opinion of banks, bankers 
and banking. 

Every bank has some type of public relations program. 
Some are more comprehensive than others but they all de- 
pend for their success upon individual performance. No 
expert or special department can do the job. You are the 
key to good public relations and, through its practice, you 
will bring profit to yourself and your bank and will create 
a constructive public opinion toward banking —From Pub- 
lic Relations, published by the Public Relations Committce 
of the California Bankers Association. 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


Statement of Condition, March 30, 1940 


RESOURCES 


Caso AND Due FROM BANKS ........ . « « $1,522,549,670.85 
U. S. GovERNMENT OBLIGATIONS, DIRECT AND FULLY 

GUARANTEED .. . Si er Cagh gt aera GO. it as ak ee 815,586,396.91 
STATE AND MUNICIPAL Ricienene Ret ae PAO fewer ey 151,249,099.82 
StocK oF FepeRAL ReservE BANK ......... 6,016,200.00 
OrHeR SECURITIES. . . ew ews ls eas 
Loans, DIscouNTs AND Seneaet iniceines:. a, ad 639,525,894.61 
EIST Se. no Se oe. cgi as we. a ER ey VS ee 32,922,346.10 
ge a <r ee 8,147,230.87 
Mortcacegs .. . ‘ ae ee ee eae 10,786,667.14 
CUSTOMERS’ Hhetireninen kecuae Sc ee ae aeuet San ya 2 16,653,390.08 
MN A gS ee, wes a OOS ee we oe 8,657,147.72 


$3,345,528,389.43 


LIABILITIES 
CapitaL Funps: 
CemiraAn BrOce .o . 2 ss ew we $100,270,000.00 
SURPLUS ae Be ee at at RES eh Poh As 100,270,000.00 
UNDIVIDED a Ae as =e sheen 3 36,216,918.24 


$ 236,756,918.24 
RESERVE. FOR CONTINGENCIES ........... 15,156,472.57 


RESERVE FOR TAXES, INTEREST, ETC... . . . ..... 1,996,347 .06 
BS, ks ike US ew eS ee ee ww eS Se wr Cee 
ACCEPTANCES OUTSTANDING . . . ; hk a 17,757,292.37 
LiaBitity AS ENDORSER ON ete AND an BILLs 4,540,887.09 
I eer ee ee we Ss ee 1 8,551,767.93 


$3,345,528,389.43 
United States Government and other securities carried at $134,816,563.40 are pledged to secure 


public and trust deposits and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 
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INVESTMENT 


and FINANCE 


Edited by OSCAR LASDON 


Institutional Liquidation Depresses 
Rail Bonds 


LTHOUGH net railway operating 
income of the nation’s steam car- 
riers has registered continuous 

improvement in the past year and a half, 
there has been little reflection of these 
gains in the railroad bond market. 
Prices of second-grade railroad bonds, 
for example, generally afford a good 
indication of the state of the industry’s 
finances and are ordinarily quite sensi- 
tive to any changes that may occur. 
But while a mending of rail credit has 
been in progress since the latter half 
of 1938, second-grade bond prices have 
hardly responded. During mid-April, 


l 


NET RAILWAY OPERATING 


after more than eighteen months of con- 
stant betterment in operating statements, 
the price average of representative 
junior rail issues of solvent carriers had 
returned to approximately the level of 
September, 1938. 

What has been responsible for this 
diversion between the trend of rail 
“credit” obligations and the course of 
rail income? During 1937 and 1933, 
in view of the attrition of earnings, the 
decline in second grade bond prices was 
easy enough to understand. But, as has 
already been observed, the present situa- 
tion offers no parallel. 


12 MONTH CUMULATIVE TOTALS OF 


INCOME 


MONTHLY NET RAILWAY 


OPERATING 


| lhl 


INCOME 


MILLIONS OF DOLLARS 


1938 


6 
S 


MILLIONS OF DOLLARS 


& 8 & 
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Figure I 


THE BANKERS MAGAZINE for May, 19/0 





Partial explanation is afforded by the 
prevailing apathy of the investing pub- 
lic toward securities in general. To this 
may be added the disfavor with which 
rail securities are regarded, largely the 
result of the trials and tribulations of 
the industry since the depression. The 
many receiverships that have occurred, 
as well as the cries of “obsolescence” 
that have been hurled at the industry, 
have hardly added to the popularity of 
rail issues. Also to be considered is 
the ever-present doubt of the _per- 
manence of the present uptrend in earn- 
ings, and the fear that some violent 
relapse, similar to late 1937 and early 
1938 experience, may recur. 

But the main factor believed to be di- 
rectly responsible for the poor market 
action of railroad bonds has been the 
steady, unending flow of liquidation 
from institutional sources. Since 1936 
there has been a continuous reduction 
in the amount of rail obligations held 
in these portfolios. Most of this liqui- 
dation has emanated from commercial 
and savings banks, although other 
sources have swelled the supply of bonds 
for sale. 

Figure I depicts both the trend and 


the monthly fluctuations in net railway 
operating income of Class 1 Steam Car- 


riers since 1936. It may be noted that 
the lowest monthly performance was 
witnessed in February, 1938, with a net 
railway operating deficit of $1,909,133. 
However, gradual recovery resulted in 
the attainment of $101,616,298 net rail- 
way operating income in October, 1939, 
the highest total reported for any month 
since 1930. Twelve month cumulative 
totals are supplied by the bar graph 
and this portrayal accurately reflects 
the expansion that has been taking place 
since 1938, when net railway operating 
income for the year ended September 
30, amounted to only $324,817,000. 
Further improvement in the bar chart 
will probably be recorded for March, 
April and May. Traffic in March was 
approximately 4 per cent above a year 
ago, while favorable comparisons with 
sub-normal April and May of 1939 are 
assured because of the coal strike in 
progress during those two months of last 
year. Under these circumstances, the 
cumulative total may amount to over 
$650,000,000 for the year ended May 
31, 1940. As is also evident from Fig- 
ure IJ, this total was not greatly ex- 
ceeded in the prosperous 1937 period. 

Figure III presents the course of 
second-grade and defaulted rail bond 
prices since 1936, Dow-Jones averages 


NET RAILWAY OPERATING INCOME OF CLASS 1 STEAM CARRIERS 
(Excluding Switching and Terminal Companies) 


(000 omitted) 


1938 


12 12 
Month 
Cumu- 
lative 
Total 
558,497 
517,804 
462,651 
423,690 
396,116 
361,921 
339,367 
334,032 
324,817 
332,551 
349,724 
373,098 


Month 
Cumu- 
Monthly lative 
Total 
$38,867 
38,784 
69,881 
48,358 
44,239 
59,354 
60,985 
50,757 
59,621 
60,860 
32,519 
25,995 


Monthly 
Total Total 

$670,277 $7,144 
675,499 Def. 1,909 
710,228 14,728 
717,093 9,397 
719,535 16,665 
728,630 25,159 
727,893 38,431 
713,973 45,422 
703,498 50,406 
674,588 68,594 
634,731 49,692 
590,220 49,419 


Jan. 
Feb. 
March 
April 
May 
June 
July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 


1939 1940 
12 12 

Month Month 
Cumu- Cumu- 

lative lative 

Total Total 
$398,895 $601,421 

491,395 615,448 

438,984 

444,845 

453,182 

467,218 

477,889 

487,053 

522,892 

558,964 

576,668 

588,801 


Monthly 
Total 


$32,891 
18,591 
34,317 
15,258 
25,102 
39,095 
49,012 
54,586 
$6,435 
101,616 
70,346 
60,953 


Monthly 
Total 
$45,567 
32,618 
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being used in both instances. The trend 
of institutional holdings of rail bonds, 
consisting of commercial bank, savings 
bank and insurance company invest- 
ments is also set forth. It is estimated 
that almost $600,000,000 of railroad 
obligations have been liquidated from 
the above sources in the past three years. 
Mutual savings banks and commercial 
banks, as is apparent from Figure IV, 
have been the most active sellers. It 
may also be observed that fire, marine, 
and miscellaneous insurance companies 
have pursued the same general policy 
of liquidation. On the other hand, the 
forty-nine important legal reserve life 
insurance companies (which hold al- 
most 92 per cent of the admitted assets 
of all U. S. legal reserve companies), 
have added slightly to their holdings. 
It should also be recalled that a large 
amount of liquidation has come from 
the portfolios of public welfare founda- 
tions, educational institutions and in- 


BANK & INSURANCE 
RAIL BOND HOLDINGS 


DOW- JONES SCALE 


dividual trust accounts. No recent esti- 
mates of the extent of the holdings of 
these investors is available but it is be- 
lieved that between $1,000,000,000 and 
$1,500,000,000 of rail securities were 
held by these groups at the close of 
1936. It is a matter of common knowl- 
edge that such holders have been re- 
ducing, rather than increasing, their 
ownership of rail securities during the 
past few years. 

As yet, institutional liquidation shows 
no sign of cessation. Bank portfolio 
managers, bank examiners and other 
supervisory authorities have been active 
in favoring reductions in rail invest- 
ments. Since 1936 many issues have 
been removed from the legal lists and 
still many more, through national bank 
and Federal Reserve rulings, have been 
made ineligible for commercial bank 
purchase. And, throughout this period, 
a large section of the public has been 
apprehensive over making new commit- 


BILLIONS OF DOLLARS 


Fiecure IfI 
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RAILROAD BOND HOLDINGS 


(000 omitted) 
Commer- 49 Legal 
cial Bank Reserve Life 
FDIC Mutual Insurance 
Members Savings Companies 
Date (1) Banks (2) (3) 
6/30/36 $1,073,787 
12/31/36 
6/30/37 
12/31/37 
6/30/38 
12/31/38 
6/30/39 
12/30/39 


Fire, Marine 
Auto, Casualty 
and Surety 
Companies (4) 


$1,232,832 $2,846,645 $352,907 
1,066.600 
1,121,469 2,947,929 329,487 
923,581 
2,890,435 283,382 
791,869 


910,914 2,957,000 (Est.) Not Available 
Sources: 

1—Federal Deposit Insurance Corporation 

2—National Association of Mutual Savings 

3—Association of Life Insurance Presidents 

4—The Spectator Company 


Ficure IV 


ments in rail obligations. The net re- 


sult is that the market has had difficulty 
in digesting the holdings pressed for 
sale. The supply of rail bonds from 
institutional sources has been restricted 


only by the inability of the investing 
public to absorb a larger quantity of 


bonds. There is no more immediate 
capacity on the part of non-institutional 
investors to take up bank and insurance 
company rail bond holdings than there 
is for that same public to suddenly ab- 
sorb the tremendous national debt now 
held by these institutions. 

What can possibly counteract the 
downward trend in institutional rail 
holdings and the weakness in rail 
“credit” obligations? Any developments 
tending to revive confidence, in what 
was once the nation’s major investment 
medium, would furnish some correction. 
A halt in the flow of liquidation might 
result from a continuation of business 
recovery, inasmuch as the latter would 
tend to allay fears regarding the tran- 
siency of the present level of earnings. 
Remedial legislation by Congress, par- 
ticularly if it facilitates consolidation 
and open market retirement of outstand- 
ing obligations at a discount, would 
not be without effect. Voluntary ad- 
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justments of the Boston & Maine type, 
assisted with RFC cash, would also 
alleviate a certain amount of pressure. 

As far as effect on market prices are 
concerned, the importance of a co- 
Sperative debt reduction program can- 
not be overstressed. And in this con- 
nection, it should be noted that de- 
faulted bonds of carriers whose plans 
of reorganization are approaching con- 
summation, have been acting relatively 
better than second-grade issues of sol- 
vent roads. Such performance may be 
attributed to the fact that the anticipated 
value of the new securities, to be re- 
ceived by each bondholder in exchange, 
is far above the market value of the old 
bond. Voluntary adjustment plans for 
solvent carriers will present similar 
situations. 

In any event, even should the above 
favorable developments materialize, it 
would be illogical to expect any near- 
term reversal of policy on the part of 
institutional investors. There is little 
likelihood that they will soon become 
active purchasers of rail bonds. A halt 
in the flow of liquidation, permitting 
the rail bond market to regain its equi- 
librium, is the best that can be hoped 
for in the immediate future. 
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IMPLICATIONS OF THE UTILITY 
SQUABBLE 


Incensed over the loose practices of 
the boom decade, Congress passed the 
Public Utility Holding Company Act in 
1935. In part, this legislation was de- 
signed to forestall a recurrence of the 
financial hocus-pocus of the "twenties. 

One objective which Congress felt 
should be attained was “elimination of 
the evils which result from an absence 
of arm’s-length bargaining or from re- 
straint of free and independent competi- 
tion” in the distribution of securities of 
registered public utility holding com- 
panies and their public utility company 
subsidiaries. Accordingly, the Holding 
Company Act directed the Securities and 
Exchange Commission to eradicate those 
evils under the terms of the measure. 

During the month of February, the 
Public Utilities Division of the Commis- 
sion, through its director, Joseph L. 
Weiner, circularized the investment 
banking fraternity and the public util- 
ity industry. Mr. Weiner indicated the 
scope of the act and requested sugges- 
tions and comment that might facilitate 
its application of the arm’s-length pro- 
vision and that would assist in making 
it “less burdensome from the standpoint 
of the issue and more effective from the 
standpoint of the Commission. . . .” 

Shortly thereafter, the Investment 
Bankers Association, in a letter ad- 
dressed to the SEC by President Emmet 
F. Connelly, caustically criticized Mr. 
Weiner’s communication. Mr. Connelly 
believed that the Commission, in requir- 
ing arm’s-length bargaining in situations 
where a registered utility sells issues 
directly to the public, was exceeding its 
statutory authority; that the intent of 
Congress was to insure arm’s-length bar- 
gaining in intra-company transactions 
only; that in adopting the new regula- 
tions, the SEC was taking a further step 
in making competitive bidding of new 
issues compulsory; that Mr. Weiner’s 
letter was “misleading” in creating the 
impression that certain provisions of the 
Holding Company Act, meant only for 
special and limited operation, applied 
generally to all transactions of regis- 
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tered utility companies and utility sub- 
sidiaries. Mr. Connelly also called for 
a Congressional investigation of New 
Deal security legislation and amend- 
ment of the basic laws which, he stated, 
were impeding the flow of capital into 
industry. Finally, the SEC was accused 
of holding “Star-Chamber” proceedings. 

This blast brought forth an imme- 
diate response from the Commission, 
which was as critical of the IBA as 
the latter was of the Commission. It 
charged the IBA with “ill-tempered ob- 
structionism and Government-baiting,” 
and invited the IBA to make a court 
test of the alleged illegal expansion of 
powers. 

Now the above are merely the rele- 
vant facts of a controversy presently 
embroiling the SEC and the IBA. The 
immediate imbroglio, while important 
in itself, is of far greater consequence 
in its implications. 

Close observers of the Washington 
scene point out that the Public Utilities 
Division of the Commission has been 
working with quiet but steadfast eff- 
ciency at its tremendous task of secur- 
ing a financial readjustment of utility 
holding company structures in line with 
the dictates of the Holding Company 
Act; that the Utilities Division has been 
attempting to direct the industry under 
those powers it honestly believes it has 
under the law; that it has not invoked 
self-vested powers but has merely sought 
to administer the Act according to the 
latter’s direction. In other words, ad- 
vices are to the effect that the Utilities 
Division is entirely concerned with mat- 
ters of administration and not with ex: 
tension of its own authority. 


In the present controversy, both the 
SEC and the IBA assert the propriety 
of their positions. The IBA is concerned 


with the effects of the Act. It strongly 
feels that some of its provisions are 
harsh and inequitable, and contrary to 
the public interest. The SEC, while also 
interested in effects, has not seen fit to 
express its opinion of the wisdom of 
legislation passed by Congress. The 
SEC primarily considers itself an ad- 
ministrative agency whose major work 
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is the application of the will of Con- 
gress, as expressed in relevant statutes. 

This squabble has brought out into 
the open some of the ill-feeling and ir- 
ritation that have been smoldering in 
the breast of an important segment of 
the financial community. It is sympto- 
matic of increasing resistance to ex- 
panding regulation of industry and 
finance by government. It appears to 
parallel a political groundswell which 
seems to be in the making. Opposition 
is no longer being soft-pedaled but is 
now being shouted from the housetops. 

Basically, the head-on collision over 
arm’s-length bargaining is an accurate 
reflection of the spirit of conflict that 
is in the air, and that seems to be grow- 
ing and growing. The SEC is in the 
position of a hard taskmaster faced 
with the appointed and odious duty of 
forcing down utility and financial 
throats the castor oil which has been 
supplied by Congress. The Commis- 
sion, presenting a much better emotional 
target than Congress, is naturally the 
focus of attention and is accordingly 
singled out for attack. 


Much of the “remedial” legislation 
now on the statute books was passed 
some years ago amidst an atmosphere 
of intense reform. Smarting over the 
unsavory disclosures revealed in Con- 
gressional hearings, both Congress and 
the public were in a vengeful mood. 
If similar remedial legislation were to 
be passed today, after the stress of emo- 
tion has largely been dissipated, regu- 
lation would probably be more moder- 
ate and selective. Here in 1940, when 
we can look at events a little more ob- 
jectively, it is apparent that the inno- 
cent have been made to share the pun- 
ishment of the wicked. For example, 
the unfortunate investor who bought 
watered utility holding company stock 
at issue price doesn’t feel any too happy 
about seeing his purchase wiped out— 
merely because integration proceedings 
finally precipitate a reckoning. 

But the above rationalization doesn’t 
alter the status of the existing situation. 
While it must be admitted that the Com- 
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mission has been moderate in its ac- 
tions and has been generally indulgent 
in its application of statutes, those laws 
have been stirring up a considerable 
amount of friction. Considering pres- 
ent circumstances, it is more than likely 
that this friction will increase rather 
than diminish and that name-calling 
will become both louder and harsher. 
Whether this will culminate in volun- 
tary modifications of offending laws by 
the present Administration, or will be 
corrected by a conservative political 
swing, remains to be seen. In any event, 
a major clash between Government and 
industry now appears more than a re- 
mote possibility. 
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PERSONAL LOAN OPERATING 
FIGURES 


New York State Superintendent of 
Banks William R. White, in a recent 
address, presented consolidated 1939 op- 
erating’ figures for fifty-five personal 
loan departments of New York State 
banks and trust companies which had 


been in operation for two or more years 
on last December 31. 

These departments had averaged per- 
sonal loans outstanding during 1939 of 
$14,196,000, upon which interest was 


earned of 10.2 per cent. Operating ex- 
penses were equal to 4.7 per cent of 
average loans outstanding, and provi- 
sions for losses totalled 1.4 per cent. 
Net profits averaged 4.6 per cent. 


The average loans made varied, with 
size of community, from $285 in New 
York City to $181 in places having a 
population of less than 30,000. 

On last December 31 there were 106 
state banks and trust companies operat- 
ing personal loan departments. During 
the year they made 128,000 loans 
amounting to nearly $33,000,000. As 
approximately one-half of these depart- 
ments had been in operation for less 
than two years, their figures were not 
included in the analysis which Mr. 
White presented. 





LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems. 


Edited by Ke1tH F. WARREN 


90 YEARS AGO 


The Bankers Magazine . . 


Bank Deposits and Loans 


The following discussion which appeared 
in THe Bankers MaGazine in May, 1850, 
should be of special interest today in view 
of current discussion of the subject of 
capital-deposit ratio. 

EpIToR, 
THE BANKERS MAGAZINE 


In your Journal of February we find 
remarks in relation to the relative con- 
dition of the banks of New York, Bos- 
ton, Philadelphia and Baltimore. You 
observe “In Boston and Baltimore the 
loans exceed their capital and deposits 
combined, in the other cities the loans 
of the banks are less;” and farther— 
“These figures show that the banks of 
Boston are quite as extended as their 
own customers and friends would 
recommend.” 

From these observations it is fairly 
inferred, that in your estimation the 
condition of the banks of Boston is not 
as good as those of New York and 
Philadelphia. We are unable to com- 
prehend the reasons which should in- 
duce you to arrive at such a conclusion; 
in our estimation the condition of Bos- 
ton is far preferable to that of New 
York, so far as the figures indicate, and 
we offer you our views, in a comparison 
of the two, as illustrating the grounds 
of our opinion. 
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May, 1850 


As compared with population, we ad- 
mit, that the capital of the Boston banks 
is greatest, but we are not aware that 
excess of capital is any objection to the 
condition of banks. If the people of 
Boston have more capital to appropriate 
to banking than New York, no one 
would object to its appropriation to 
that object, and certainly no one would 
deem their responsibility less because of 
such appropriation. In mercantile so- 
ciety, and we think in banking, the test 
of responsibility is the proportion of 
capital to liabilities. Adopting this rule 
in relation to these banks, we have, in 
the one case, capital $19,600,000, and 
immediate liabilities, deposits and cir- 
culation, $13,200,000; a proportion 
nearly as 3 of capital to 2 of liabilities; 
in the other we have capital $25,000,- 
000, and immediate liabilities $3 ,600,- 
000, a proportion of only 2 of capital 
to 3 of liabilities. Now no man, offered 
the obligations of two individuals stand- 
ing in these relations of capital and 
liabilities, would hesitate for a moment 
which to accept as most responsible. 

Again, we have Boston with capital 
$19,600,000, loaning $31,000,000: loans 
exceeding capital a little over 50 per 
cent. New York with capital $25,000,- 
000, loaning $49,000,000, loans exceed- 
ing capital nearly 100 per cent.: of two 
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merchants, one holding bills receivable 
to the amount of 50 per cent. of his 
capital, and the other 100, which would 
be esteemed most responsible? These 
two exemplifications are, it is true, but 
correlations of each other, yet they 
present the subject in two aspects, and 
enable us to judge better of the rela- 
tive condition of the responsibilities un- 
der consideration. 
" Again, we have in New York imme- 
diate liabilities $32,600,000, and specie 
$0,800,000. Boston, to have specie in 
the same proportion, should have $2,- 
750,000, instead of which she has only 
$2.120,000; but Boston is not the point 
of contact with foreign exchange, the 
only source of disturbance; this circum- 
stance is more than an equivalent for the 
difference in their amounts of metal, 
which is only $630,000, without taking 
into account the difference in the use 
of credit by the two groups of banks. 
The opinion adverse to the banks of 
Boston has its origin, doubtless, in the 
general, but mistaken idea, that deposits 
are a legitimate basis for bank opera- 
tions. To a certain extent the idea and 
practice are correct, but beyond that, 


the practice is in the highest degree 


pernicious. Circulation and deposits, 
to the extent of the necessities of the 
commercial public, are nearly fixed 
quantity; beyond that, deposits become 
not only an unsafe basis for bank op- 
erations, but tend, if used for that pur- 
pose to deceive both banks and the pub- 
lic. All such deposits are simply 
capital seeking investment; if, now, the 
bank is loaning it, and its owners are 
seeking to do so, we have two equal 
amounts in market seeking investment, 
while in truth there is only one sum to 
be loaned. Suppose that the legitimate 
commercial deposit in New York is 
twelve millions, we have then thirteen 
millions, which its owners are desirous 
to invest in public or private credit. The 
banks are basing operations upon the 
same, and they are seeking to invest it 
also. We have now twenty-six millions 
seeking investment, and the tendency is 
to advance the price of all securities, 
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and to depress interest; and to this 
cause, doubtless, is to be attributed 
mainly the difference of the two mar- 
kets. Boston is the strong point, New 
York the weak one, so far as banks are 
concerned, as time will demonstrate. 


HANCOCK. 


Note by the Editor. Our correspond- 
ent misconceives the object of our re- 
marks in the February No. They were 
made in consequence of repeated com- 
plaints in State street and by some of 
the daily press, to the effect that the 
banks were disinclined to accommodate. 
to their full ability, the business com- 
munity—that they were in some meas- 
ure the cause of the pressure existing 
in Boston for 6 or 12 months past. Our 
remarks were intended to show that the 
Boston banks had done and are doing 
all that their means will permit, and 
that there is no disinclination on their 
part to accommodate their customers, 
as far as prudence will dictate. It will 
be seen by reference to our last No. 
that the banks have yet quite a large 
line of discounts, although their specie 
is diminished since 1847-8. 

Deposits are, to a large extent, used 
for bank discounts. They form a large 
source of the profits of banking, and 
it is generally considered safe to use 
fifty per cent of such deposits for dis- 
counts. A bank can generally rely upon 
them, and they do not under ordinary 
circumstances fluctuate. We do not look 
upon the 26 millions of bank deposits 
in New York “as capital seeking invest- 
ment.” On the contrary, this sum is 
the aggregate of surplus cash in the 
community, held by men of business 
for daily cash operations. It is their 
reserve fund, changing hands _fre- 
quently-.--drawn to-day and re-deposited 
to-morrow. From five to eight millions 
of these deposits are daily checked out 
of the Wall Street banks—but it creates 
no uneasiness. The aggregate deposits 
are, at the end of the day, undiminished. 





FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY 


NVASION of Denmark and Norway 
by Germany, which took place last 
month, has given to the European 

war a new aspect. As a result, the 
securities of the two Scandinavian 
countries have suffered a sharp and 
serious decline, while the foreign trade 
and shipping of the two invaded coun- 
tries have been heavily damaged. 

As of April 15th, all of Germany’s 
major objectives have been achieved. 
Following the earlier absorption of 
Austria, Czechoslovakia, Poland, Den- 
mark and Norway have been subdued, 
except that in the case of Norway re- 
sistance to the invaders was still pro- 
ceeding. It is clear that by taking on 
so much additional territory, Germany 
is given access to greater supplies of 
food and raw materials, thus counteract- 
ing to a large extent the effectiveness of 
the British and French blockade. But, 
at the date mentioned, it was by no 
means clear that Germany would be 
able to keep its grip on Norway against 
the efforts of Great Britain and France 
to render aid to the invaded country. 
But that the Allied powers will have a 


long and hard struggle to reach their 
declared objective—the restoration of 
the independence of the invaded coun- 
tries—is by now plainly seen. Before 
that end is attained, if at all, every 
nation in Europe may become involved 
in the conflict, with consequences that 
must prove appalling. What course the 
struggle is finally to take cannot be 
seen until the outcome of the battle 
going on in Norway is known. 

In the Far East, the undeclared war 
between China and Japan has not as 
yet come to an end. Though Japan has 
set up a “Chinese” Government which 
it hopes may become the real power in 
China, there exists a resistance to this 
plan that may defeat such hopes. 

With the continuance of the war in 
Europe , the strain on British and 
French financial resources increases, 
and in order to keep up purchase of 
war materials in the United States, 
England has lately found it necessary 
to add to its previous requisition of 
American securities, while France has 
added to its already stringent financial 
control. 


Christiania Bank og Kreditkasse 


Oslo, Norway 


Telegraphic address: Kreditkassen 


Founded 1848. 
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Private bank in 
Norway 
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Kr. 40,000,000 
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GREAT BRITAIN 


In its issue of March 23, The Econo- 
mist states that the revenue for the year 
has simultaneously passed the £1,000 
millions mark (for the first time since 
1921-22) and the estimates of the war 
budget of last September. This is 
mainly due to excesses on customs of 
nearly £12 millions and on motor 
license duties of almost the same 
amount. Income tax, which brought 
in £10%4 millions last week, is still just 
over £16 millions short of the goal. 
Expenditure was fairly high at £48.8 
inillions (equivalent, after allowing for 
ithe erratic nature of consolidated fund 
payments, to about £2,715 millions), 
but since it is still £249 millions short 
of the estimates plus last September’s 
vote of credit, it is apparent that the 
deficit will not be as large as was then 
expected. 


War Loan Terms 


The terms on which war loans are to 
be issued, as outlined by Sir John 
Simon, Chancellor of the Exchequer, 
indicate that a rate of 2 per cent will 
prevail for loans running up to five 
years, and 3 per cent for up to twenty 
years. The recent 3 per cent loan of 
£300.000,000 was __ over-subscribed, 
small subscriptions being allotted in 
full, and those of over £50,000 received 


81% per cent of their applications. 
Sterling Exchange Rates 


Sterling exchange rates with the 
American dollar now show two quota- 
tions, the official rate at about $4.00 
and the “free” rate fluctuating with the 
market, ranging in recent weeks around 
$3.50. Free sterling can, however, be 
used only for transactions in a limited 
class of commodities. 


Profit and Trade 


While company profits are showing 
a substantial gain in gross profits, this 
gain is practically cancelled by the 
decline in net profits. 

Import trade for February showed a 
gain of 46 per cent as compared with 
the same month a year ago, but the 
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value of exports remained at about the 
1939 level. 
British Banking Liquidity 

At the annual meeting of sharehold- 
ers of Westminster Bank Limited, the 
chairman, the Hon. Rupert E. Beckett, 
replied to a criticism of banking often 
heard in the United States. He said: 

This matter of liquidity is always of 
great concern to bankers, who have con- 
stantly to bear in mind their obligation to 
meet all their customers’ legitimate de- 
mands immediately and in whatever cir- 
cumstances. Liquidity makes for strength, 
and the strong position disclosed in our 
balance sheet today, in common with that 
of the other great banks, testifies to the 
adaptability and fiexibility of the British 
banking system even in times of major 
world upheaval. To this factor is due in 
large measure the ability of the banks to 
adjust themselves from peace-time to war- 
time conditions with a minimum of dis- 
turbance to the banking public. It is worthy 
of note that on the outbreak of the pres- 
ent war, there was no necessity to intro- 
duce a moratorium, with its attendant dif- 
ficulties. 


—_— 


ITALY 


For the purpose of restricting the 
purchase of commodities, and to halt 
the rise in prices, a sales tax of 2 per 
cent has been imposed, and with the 
same object in view a new series of 5 
per cent Treasury bonds has been 
issued. Just now Italy is busy prepar- 
ing for the Universal Exhibition, to be 
held in Rome in 1942. 


—_— 


FRANCE 


France has naturally had to go 
through a period of adjustment to the 
new situation created by the war. War 
industries are working at capacity, but 
luxury trades have suffered, and the 
wartime import control has been a 
severe blow to normal import trade. 
Normal factors of demand and com- 
petition no longer play an important 
role on the French import market. 
Merchandise which is necessary to the 
conduct of the war or which is vital to 
the economic life of the country is 
allowed to pass through the strict im- 
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port controis, while non-essential mer- 
chandise is kept out. The currency 
required for the payment of imports is 
frequently of greater importance than 
the price or quality of the merchandise, 
and France prefers to buy goods with 
foreign currencies, of which it has an 
available supply, rather than be forced 
to export gold in payment of mer- 
chandise. In particular, France prefers 
to pay for imports in British pounds, as 
France and England have agreed that 
there need be no gold movements be- 
tween the two countries for the purpose 
of establishing a balance of accounts 
for the duration of the war.—U. S. 
Commerce Reports. 


_ 


JAPAN 


Referring to the increase in the note 
issue of the Bank of Japan (33.5 per 
cent in 1939) and of the note circula- 
tion (37.2 per cent), The Oriental 
Economist says, in comparing the recent 
gain with that which took place during 
the World War: 


A fundamental difference should be 
noted between the condition of note circu- 
lation in those World War times and the 
current situation. In the former case, the 
expansions in note circulation were mainly 
due to the increase of specie reserves of the 
Bank of Japan, reflecting the swelling 
amount of incoming foreign exchanges, 
while in the present case the condition is 
due to expansions in credit grants by the 
central bank. Furthermore, with regard 
to credit expansion as well, the situation 
prior to the outbreak of the European war 
in September should be differentiated from 
that which followed it. The point to be 
noted is that there were remarkable gains 
in the credit granted by the Bank of Japan 
to ordinary commercial banks; these 
changes have brought about visible expan- 
sions in the note circulation in recent 
months. 


—_ 


COLOMBIAN DEBT SETTLEMENT 


Reporting on the satisfactory con- 
clusion of negotiations relating to the 
external consolidated debt of Colombia, 
the Revista del Banco de la Republica, 
Bogota, outlines the agreement as to 
conditions of the service during 1940: 

“The interest coupons corresponding 
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to the present year (1940) will be re- 
deemed by means of payment of one- 
half their nominal value; that is to say, 
there will be paid during one year in- 
terest of three per cent on the balance 
of bonds outstanding. 

“The Republic will invest during the 
year 1940 the sum of $400,000 (U. S.) 
in obtaining for amortization through 
buying in the open market bonds of the 
loans cited.” 

Commenting on the completion of 
this arrangement, the publication 
states: 


Our country, like almost all the nations 
of the world, saw itself obliged to suspend 
the service of its external debts, as a con- 
sequence of the universal crisis, although 
it was one of the last to reach this un- 
happy resolution, and that in the anxiety 
to maintain faithful compliance with its 
obligations, stretched its efforts almost to 
the limits of imprudence. Now also is 
Colombia one of the first nations which, 
despite the grave circumstances impose! 
by the European conflict, hastens to re- 
establish the service of its external debt, 
as a clear proof of its constant good will 
to attend scrupulously to all its obligations, 
within the possibility of its resources. This 
spirit, which is that which animates the 
nation, has made that measure accepted 
with marked approval, notwithstanding the 
considerable sacrifice which it actually calls 
for at the moment. 

At the present only an agreement has 
been reached for the service of the debt 
during the present year, but in giving our 
applause to the understanding which has 
just been reached, we are confident that 
it will be the base of a definite arrange- 
ment of the problem of our foreign ob- 
ligations, that which, re-establishing the 
national credit, will constitute a factor of 
first importance for the country’s de- 
velopment. 
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for the Banker 
who wants Information 


on CANADA... 


the Bank of Montreal possesses— through its nation- 
wide system of branches — unexcelled sources for 
obtaining data on all phases of Canadian business life. 
Enquiries are invited, and may be addressed 
to the Business Development Department, 
at the Head Office of the Bank in Mon- 
treal, or to any of the United States offices. 


BANK OF MONTREAL 


Established 1817 


NEW YORK: 64 Wall St. — CHICAGO: 27 South La Salle St. 
SAN FRANCISCO: Bank of Montreal (San Francisco) 333 California St 


Current Conditions in Canada 


XPANSION in export trade, steady 
increase in many lines of indus- 
trial activity, marked improvement 

in railway earnings and a downward 
trend in unemployment, were features 
of the business situation as April drew 
to a close, according to The Bank of 
Montreal’s Business Summary for April 
23% 

“The spring is rather backward in 
Eastern Canada and in the upland re- 
gions the snow had not disappeared at 
the middle of April,” the report states, 
“but in many districts the farmers are 
now busy with cultivation of the land. 
In Ontario the winter wheat crop has 
come through to spring in better condi- 
tion than in any recent year and live- 
stock has wintered well. In the West 
cultivation has already begun in a few 
more favored districts. The situation in 
respect to moisture reserves, which had 
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been causing anxiety over a wide area, 
was improved by heavy snowstorms 
which descended upon a large part of 
the prairie country at the end of March, 
but there is still scarcely enough mois- 
ture in the territory suffering from arid- 
ity for a satisfactory seed-bed and a 
good rainfall is needed. 

“During March, retail trade was of 
satisfactory volume and the sales of 
Canadian department stores were 10 per 
cent greater than in February and 9 
per cent higher than in March, 1939. 
But since April began retail trade has 
suffered from the inclemency of the 
weather, which has operated to check 
purchases of spring clothing. In the 
manufacturing field conditions have 
been variable. Companies engaged in 
the production of foodstuffs have been 
busy. 

“The primary iron and steel indus- 
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tries are working nearly at capacity; 
textile mills are well employed and the 
construction industry is maintaining its 
improvement, the value of new contracts 
placed in March, $11,726,000, compar- 
ing with $9,002,000 in March, 1939. 
The mining industry remains active and 
electric power consumption is on an 
ascending scale. In the three months 
of the calendar year ending March 31, 
production of automobiles was 52,018 
units, as compared with 46,643 in the 
corresponding period of 1939. In 
March alone there was some falling off 
in production, this being due to plants 
being engaged in preliminary work on 
war orders. 

“The inland navigation season, just 
opening, promises to be extremely ac- 
tive, shipping circles reporting that 
bookings are the heaviest in several 
years. Grain space for the entire sea- 


son is being provided at seven cents per 
bushel, the maximum permitted by the 
Board of Grain Commissioners, there 
being no change in this respect from 
the condition prevailing at the close of 
navigation last year. Railway traffic in- 
creased substantially in the early part 


of April, reaching the highest level 
since late January, the gain being de- 
scribed officially as more than seasonal 
and attributable to increased grain load- 
ings. The combined gross earnings of 
both railway systems at mid-April 
passed the one hundred million dollar 
mark for the elapsed period of the cal- 
endar year, the total being $102,460,- 
000, as compared with $82,359,000 for 
the corresponding period of 1939. 


“Domestic export trade rose in the 
first quarter of the year from $196,- 
924,000 in 1939 to $243,898,000. The 
increase in the month of March, as com- 
pared with the same month last year, 
was 19.4 per cent and for the first quar- 
ter 23.9 per cent, the United Kingdom 
ranking as the best March customer 
with purchases amounting to $40,413,- 
000 as against $26,076,000 last year. 
The United States occupied second place 
in the month, with a total of $25,581,- 
000, which compared with $24,707,000. 
It is expected that Canada will be called 
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upon for increased supplies of food- 
stuffs, to make good the deficiency 
caused by the cutting off of Danish ex- 
ports to Britain. The fact that the whole 
Baltic area is involved in the hostilities 
in Europe is expected to create enlarg- 
ing demands for Canadian pulp and 
paper in the United States and other 
markets.” 


Monthly Commercial Letter 
The Canadian Bank of Commerce 


“Industrial production continued up- 
ward between mid-February and mid 
March,” reports The Canadian Bank of 
Commerce in the April issue of its 
Monthly Commercial Letter, “the rise 
being of greater proportions than in the 
preceding month, when the gain was 
barely perceptible. This recent upturn 
was of a seasonal character, but it was 
aided, also, by forward buying on the 
part of numerous merchandise dealers 
in anticipation of commodity price in- 
creases, a continuous flow of Govern- 
ment orders and a satisfactory volume 
of new construction projects in March. 
These last, though no greater than those 
undertaken in February, raised the 
cumulative work since the first of the 
year about 15 per cent above that of the 
January-March term of 1939. On the 
other hand, some private orders for 
equipment were held in suspense in re- 
cent weeks, as is usual during national 
elections. 

“The following outline of foreign 
trade shows that up to the present sea- 
son no stimulus to the national economy 
was derived from new export trade in 
armament materials. The value of total 
exports, excluding gold, for the six 
months ending February increased by 
20 per cent over the like period of 
1938-39, but this was due mainly to a 
larger trade with the United States, 
Latin America and other British Empire 
countries (outside the United Kingdom) 
the value of shipments to which rose 
by 44 per cent. Exports to the United 
Kingdom were less than 5 per cent 
higher than those between September, 
1938, and February, 1939 (the ship- 
ments of essential products barely off- 
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setting .the decline in non-essentials, 
such as apples and tobacco), while 
France, in common with other European 
countries, actually imported less from 
Canada during the first four months of 
the war, although her purchases, like 
those of the United Kingdom, rose dur- 
ing the first two months of 1940. 


“Our index of industrial activity rose 
from 106 in mid-February to 109 in 
mid-March (1937 = 100). 

“The rise in the output of foodstuffs 
is accounted for mainly by greater ac- 
tivity of flour and feed mills, more than 
offsetting a moderate decline in meats 
and confectionery. There was a sharp 
seasonal decline in the manufacture of 
women’s clothing, a month earlier than 
last year, and a slight decline in knitted 
eoods. Most other items of clothing 
(men’s suits and furnishings, cottons, 
silks and leather footwear) registered 
increased output. Most categories of 


the pulp and paper and the manufac- 
tured wood groups showed moderate 
declines. The automotive trades, includ- 
ing accessories and supplies, were con- 
siderably more active, as were also the 
heavy iron and steel trades (especially 


primary products, bridge and_struc- 
tural steel and ship repairs). Among 
non-ferrous metal products, electrical 
apparatus registered the most import- 
tant rise. 


“There is little change to record in 
wholesale prices during the past month, 
our index moving upward from 80.23 
in mid-February to 80.27 in mid-March. 
\ heavy export movement had a 
strengthening effect on the price of 
wheat but other grains, with the excep- 
tion of flax, were slightly weaker. Live 
stock prices were maintained at their 
previous levels and butter and cheese 
were slightly higher. Trends in the tex- 
tile markets were somewhat mixed. Silk 
continued its previous decline, cotton 
was also weaker, and wool and rayon 
were firm and unchanged. A _ sharp 
rise was announced in quotations for 
hinder twine for the coming season. The 
hase metals were strong, tin, copper, 
zinc and brass all recording advances. 
Rumors of impending peace negotia- 
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tions during the first half of March had 
a depressing effect on the price of rub- 
ber, despite a near-record world rate of 
consumption, which is expected to be 
maintained for some months.” 


Monthly Bulletin 
The Royal Bank of Canada 


Summarizing Canada’s maintenance 
of a favorable trade balance in 1939, 
the April issue of The Royal Bank of 
Canada’s monthly business _ bulletin 
states: 

“During 1939, Canada’s current re- 
ceipts from external sources exceeded 
expenditures in other countries by the 
substantial sum of $209 million. This 
was a material increase over the balance 
of $180.2 million reported for 1938, 
but considerably less than the totals of 
$218.2 million and $308.5 million at- 
tained in the years 1937 and 1936 re- 
spectively. The preliminary summary 
for 1939 shows total credits on current 
account—commodity trade, gold ship- 
ments, tourist expenditures, interest, 
dividends, freight and payments for 
other services—at $1,561.3 million, an 
increase of 7 per cent as compared with 
1938. Debits rose by 6 per cent to 
$1,352.3 million. 

“The greatest individual change in 
these current items was in commodity 
trade. Exports during 1939 had a total 
value of $933.6 million against $847.1 
million in the previous year and imports 
$731.6 million as compared with $665.2 
million. An analysis of this trade shows 
that the entire increase in import values 
occurred in the four months following 
the outbreak of hostilities, for there was 
actually a decrease of nearly $8 million 
in these values for the first eight months 
of the year. The increase during the 
latter part of the year was largely due 
to the purchase of war materials from 
the United States. Exports, on the 
other hand, did not maintain the gains 
recorded in the earlier period, when an 
increase of $68 million was shown as 
compared with $19 miilion for the last 
four months of the year. The increase 
in export values, particularly during 
the pre-war period, was due principally 
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to the expansion in economic activity 
general in the United States during 
1939, our exports rising even more 
notably than our imports from that 
country. 

“Reflecting the continued expansion 
in the output of gold from Canadian 
mines, net shipments of this metal rose 
to a new high of $184.4 million. A 
part of the increase in the value of gold 
shipments may be attributed to the pre- 
mium available in Canada on United 
States dollars since August last. Tourist 
trade, the third principal source of 
Canada’s credit balance on current ac- 
count, showed but a small increase as 
compared with 1938, but with the ex- 
ception of 1937 the net balance was the 
largest recorded since 1931.” 


The Financial Post 


“Tt now appears that the war has defi- 
nitely entered an active phase, in which 
there will inevitably be heavy use of the 
materials of war which have been pil- 
ing up for months,” states The Finan- 
cial Post, Toronto. “This brings much 


closer the day when Canadian industry 
will be hooked into the big-scale pro- 


duction line of the Allied powers. 

“War in Scandinavia will have direct 
and immediate effects on several lines 
of Canadian business, where normal 
trade has been dislocated, with news- 
print, bacon and dairy products spe- 
cially affected. 

“The northern war may affect Canad- 
ian trade in two ways. The Dominion 
may sell more of certain products to 
United Kingdom and other countries 
where Scandinavia has been a com- 
petitor. And, secondly, Canada may 
find previous trade outlets closed. 

“Scandinavia has been Canada’s chief 
competitor—and a price-cutting com- 
petitor at that—for newsprint markets 
in many parts of the world: United 
Kingdom, United States, Australia, and 
New Zealand. Since the outbreak of 
war, Denmark has been dividing her 
food exports evenly between Germany 
and Britain. To Britain went bacon, 
eggs and substantial quantities of butter. 
To Germany went fat pork, lard, and 
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large quantities of butter. Germany got 
more Danish butter than Britain, but 
not nearly as many eggs. 

“Exports of Danish bacon to Britain 
since the war have been at the rate of 
3.5 million long cwts. per year. Under 
the British-Canadian agreement, Canada 
is shipping 2.6 million cwts. per year. 

“The British-Canadian bacon deal co- 
incided with an equally sharp increase 
in the Canadian hog population, a situa- 
tion which pointed to the possibility 
of trouble at some time ahead. Now 
there is a wide British bacon market 
which is greater than Canada can fill. 

“As a result of Hitler’s stroke, huge 
gaps appear in Britain’s food supplies. 
If Canada doubled her exports of bacon, 
which is a physical impossibility this 
year, the gap would not be filled. Un- 
doubtedly Britain will now waive all 
limits to imports of Canada bacon and 
it is more than probable that Canada, 
in turn, will cancel the restrictions on 
imports, under drawback, of pork from 
the U. S.” 

© 


BOND PORTFOLIO SUPERVISION 


THERE are numerous methods that a 
bank may adopt to constantly supervise 
its portfolio. I have always thought it 
best for a bank to adopt a definite 
policy in connection with its portfolio, 
to buy only when securities fit into 
that policy, and after securities are pur- 
chased to make definite arrangements to 
obtain all the information available on 
these securities as it is published and 
constantly to keep checking the price 
movements of the securities. If for some 
reason an unfavorable trend in the 
price of the securities develops, a bank 
should attempt to find out why it has 
developed and if it can ascertain the 
reason, sell the securities if the trend 
looks as if it is permanently adverse, 
or decide to continue to retain the in- 
vestment if the change in trend looks 
to be temporary. A constant checking 
of the portfolio is important.—0O. P. 
Decker, Vice-President, American Na- 
tional Bank and Trust Company, Chi- 


cago, in a recent address. 
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“Written on a knowledge based on personal contact, and written in a 
style of language understandable by the average layman (this book), is 
commended to bankers, business executives and students of economics. .. . 
It contains an wp-to-date and complete survey of the Canadian banking 
system,”—The Monetary Times. 






THE CANADIAN BANKING SYSTEM 
















ase 

* By JAMES HOLLADAY 

he With a Foreword by 

ae, C. M. SHORT 

Il. Economist and Assistant Secretary, Canadian Bank of Commerce 

s 

n, 

t. HIS book, as its title implies, contains an up-to-date and complete 

Il survey of the Canadian Banking System. The currency system, com- 

d posed of coin, Dominion notes, and bank notes, is explained in the 

a, first three chapters. The eight chapters immediately following are devoted 

’ to an analysis of the organization, management, and activities of the banks 

7 as individual institutions. In the four succeeding chapters the banks are 
studied as a group or system. There is also a chapter describing Canadian 
methods of financing the farmer and one on various types of savings 
institutions. 

: Dr. Holladay is professor of economics at the University of Alabama 

t and for some years has been a close student of Canadian banking. In 

e the present volume he has made available to students of banking and 





those interested in Canadian banking affairs a complete and authoritative 






study. 







American bankers, whether favorable or opposed to a branch banking 
system in this country, will find in this book valuable information on just 
how a branch banking system works both during boom times and during 
a depression. Canadian bankers and business men will find this unbiased 
study of the Canadian Banking System of the greatest interest and value. 













BANKERS PUBLISHING COMPANY 
465 Main St., Cambridge, Mass. 


Please send us a copy of “The Canadian Banking System” for which we enclose 
remittance of $5 herewith. It is understood that this book may be returned for 
refund within 10 days of receipt if we find that it does not meet our requirements. 
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BOOKS for 


ASSIGNMENT OF LIFE INSURANCE POLI- 
CIES AS COLLATERAL SEcuRITY. By 
Robert C. Tait. New York: The Grad- 
uate School of Banking, American 
Bankers Association. 1939. Pp. 151. 
$2.00. 


WRITTEN as a Graduate School of Bank- 
ing thesis, this book is the first to pres- 
ent a guide to the problem of proper 
assignment of life insurance policies as 
collateral. 

It is divided into four parts: (1) a 
general discussion of the problem, in- 
cluding a review of the rights of the 
beneficiary, with cases cited, and an 
explanation of the legal responsibilities 
and liabilities of the assignee and the 
insured; (2) a discussion of the rights 
and powers of the insured which should 
pass to a bank assignee; (3) methods 
of assignment and a presentation of a 
proposed standard bank form; (4) the 
author’s conclusions, including sugges- 
tions for desirable future developments. 
A list of cases on the subject is included 
in an appendix, and a helpful bibliog- 
raphy is given. 

The author is assistant trust officer of 
the Genesee Valley Trust Company, 
Rochester, New York. 


From BarTER TO BANKING. By Joseph 
Leeming. New York: D. Appleton- 
Century Company. 1940. Pp. 138. 
$2.00. 


In an informative, entertaining way, the 
author tells the story of coinage and 
money from the time when barter was 
the system of exchange down to the 
present day. Woven into the book are 
the absorbing and romantic histories of 
pounds and shillings, dollars and cents, 
the drachma, the denarius, the brac- 
teate, the ducat, the Louis d’or, pieces 
of eight, and many other famous kinds 
of money. 
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BANKERS 


Chapters include: In the Beginning, 
The First Coins, The Money of Ancient 
Greece, The Money of Ancient Rome, 
The Early Money of Europe; Pounds, 
Shillings, and Pence; Dollars and 
Cents, The Money of Africa, The Money 
of the Orient and the Pacific Islands, 
The Use of Money in the World Today 
(including a short history of the deve'- 
opment of banking), and an appendix 
showing the values of foreign and 
colonial moneys. Over fifty illustra- 
tions of coins are a worth-while feature 


of this book. 


INTERNATIONAL MONETARY ECONOMICS. 
By Michael A. Heilperin. New 
York: Longmans, Green and Co. 
1939. Pp. 281. $4.20. 


Tus book deals with the structure of 
international monetary relations, the 
nature of monetary internationalism. 
and the consequences of nationalistic 
monetary policies. Light is thrown on 
the functioning of the gold standard. 
the action of gold on prices, and the 
part played by gold in the monetary 
system. Detailed analyses are included 
on the problems of international pay- 
ments and their balance, exchange rates 
and parities, and the conditions of 
stability. 

The author, formerly assistant pro- 
fessor at the Graduate Institute of In- 
ternational Studies at Geneva, arrives 
at the conclusion that the mechanism 
of re-establishing equilibrium in inter- 
national payments must work through 
the same instruments of action what- 
ever the system adopted. The real 
issue lies between international mone- 
tary stability on the one hand and mone- 
tary chaos on the other, with its evils 
of exchange control and the like. In- 
ternational codperation is the solution. 

Chapters include: The Notion of 
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Monetary Internationalism, The Place 
of Gold in the Monetary System, Re- 
cent Theories Connecting Gold Supply 
and Price Movements, Principles of the 
Gold-Price Relationship Restated, The 
Balance of Payments, Theories of For- 
eign Exchanges, Monetary Parities, 
Equilibrium in International Payments, 
Some Currency Systems and Monetary 
Internationalism, Monetary Problems 
Arising from Economic Nationalism. 


Your Bank. By Edward J. Barrett. 
Springfield, Illinois: Edward J. Bar- 
rett, Auditor of Public Accounts, 
State of Illinois. 1940. Pp. 143. 


WriTTEN and published by the Illinois 
State Auditor of Public Accounts, this 
volume describes and interprets the ex- 
amination form placed in use in 1937 in 
Illinois. The new report form, which 
was condensed and simplified to make 
it of greater value to bank officers and 
directors, is explained clearly—techni- 
cal terms being omitted, and examples 
and banking problem discussions in- 
cluded where helpful. 

The book is divided into two sections, 
corresponding with the division of the 
report form. The first dealing entirely 
with assets, liabilities and operating 
results; the second being devoted to the 
questionnaire portion of the report 
which was designed to bring out the 
factors, causes and circumstances that 
furnish the general background for the 
conditions disclosed in the first section. 


Ranp McNatiy Bankers Directory: 
First 1940 Epition. Chicago: Rand 
McNally and Company. 1940. Pp. 
2554. $15. 


ALL of the regular directory informa- 
tion has been completely revised and 
added to in this latest edition of the 
Blue Book. It has the latest bank state- 
ments (December 30th and later), the 
1940 line-up of officers and directors; 
Federal Reserve bank information with 
district maps; the latest available for- 
eign bank information; a new 5 year 
list of discontinued bank titles, with 
special section listing the nearest bank- 
ing point to non-bank towns; schedule 


Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 
630 Fifth Ave. 
International Bldg., Rockefeller Center 
Brook yn.... 66 Court Street 
Baltimore Life Building 
North Michigan Avenue 
Leader Building 
David Whitney Building 
PHILADELPHIA 226 S. 15th Street 
PITTSBURGH Grant Building 
WASHINGTON 


CuHIcAGo... 


of banking holidays; data regarding 
Government agencies dealing with 
banks; tables of foreign coin values; a 
digest of banking and commercial laws 
for the various states; lists of bankers 
associations, state bank officials and 
examiners, Investment Bankers Associa- 
tion members, Stock Exchange mem- 
bers; etc. 

An added valuable feature of this 
edition is a complete list of bank tran- 
sit numbers in numerical order. 

According to this edition, commer- 
cial bank resources show an increase of 
$3,092,139,000. It indicates that twelve 
states added banks to the list of com- 
mercial institutions with over $25.,- 
000,000 in total resources: Alabama, 
Idaho, Illinois, Indiana, Louisiana, 
Massachusetts, Missouri, New York, 
Ohio, Pennsylvania, Texas and Wash- 
ington. A special list of these banks, 
ranked according to resources, is one 
of the unique features of the Blue 


Book. 
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The Great Question Answerer 


.... for Every 
Business Office 


WEBSTER’S NEW 
INTERNATIONAL 
DICTIONARY 


Second Edition 


Twenty years newer 
than any comparable 
dictionary; a reference book for today’s 
needs. Send for free booklet, “The New 
Merriam-Webster: What it will do for you.” 


G. & C. MERRIAM COMPANY, Publishers 
86 Broadway, Springfield, Mass. 


THE SouTH AMERICAN HANDBOOK: 1940 
Epition. New York: H. W. Wilson 
Co. 1940. Pp. LIV-708. $1. 


PUBLISHED annually, this is an up to 
date guide to South America, Central 
America, Mexico and Cuba. It con- 
tains a store of interesting and valuable 
information on banking, exports and 
imports, industries, insurance, natural 
resources, government and diplomats, 
migration, physical features, books, 
sport, history, currency, transport, 
towns and hotels, sightseeing, public 
holidays, etc., thus providing a ready 
reference book for traveler, trader or 
student. 


INTRODUCTION TO INVESTMENT AN- 
ALysIs. By Kenneth Field. New 
York: The Ronald Press Company. 
1940. Pp. 340. $3.50. 


WRITTEN primarily for college use, this 
book presents analytical techniques and 
procedures for evaluating securities of 
local public utilities, railroads, indus- 
trials, insurance companies, banks, in- 
vestment trusts, governments, and real 


estate borrowers. A number of rule-of- 
thumb yardsticks for measurement of 
the soundness of securities as invest- 
ments are presented, with the author’s 
caution that, being arbitrary in nature, 
such rule-of-thumb methods should 
serve only as points of departure in 
analysis. 

Chapters are devoted to: Investment 
Programs, Purchasing Securities, Re- 
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turn on Investments, Arithmetic of In- 
vestment Values, Legal versus Economic 
Position of Securities, Economic Bases 
of Investment Value, Public Utility 
Analysis, Railroad Analysis, Industria! 
Analysis, Real Estate Analysis, Insur- 
ance Company Analysis, Bank Stocks, 
Investment Trust Analysis, Government 
Bonds. 

The author is professor of economics, 
and head of the department of 
economics, at Carnegie Institute of 
Technology, and draws upon his expe- 
rience as investor, consultant, trustee 
and teacher in the presentation of his 
subject. 


THE FEDERAL INCoME Tax. By Roy S. 
Blakey and Gladys C. Blakey. New 
York: Longmans, Green & Co. 1940. 
Pp. XVII-640. $7.50. 


AFTER a brief outline of the prelimi- 
nary events which led up to the modern 
income tax legislation which is now the 
major source of Federal revenue, this 
volume takes up two types of analyses 
which run parallel throughout most of 
the remainder of the book. The his- 
torical background of each of the In- 
come Tax Acts, beginning with the Act 
of 1913, is given in some detail. This 
is obviously necessary if the reader is to 
understand the acts themselves, for only 
in the light of how they came to be en- 
acted is it possible to comprehend many 
of the clauses of the various bills. 

In addition to the outlines of the his- 
tories of the several acts, an analysis of 
their contents is included. Obviously, 
it has been necessary to confine these 
analyses to the major features, since a 
complete study of almost any one of 
these bills would require a volume 
larger than the present book. In each 
case, the income tax is shown in rela- 
tion to the fiscal problems of its period, 
as well as its incidence on the taxpayer, 
corvorate as well as individual. 

Special chapters are devoted to the 
codification of the income tax, public 
salary tax, the evolution of the defini- 
tion of taxable income, rates and exemp- 
tion taxes for social security and the 
administration of the income tax. The 
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book also contains forty-seven tables of 
statistical data relating to income taxes, 
more especially the tax acts passed dur- 
ing the past twenty-five years. 

The book is well documented through- 
out, includes a comprehensive bibliogra- 
phy and a detailed index which greatly 
facilitates its use. It is a volume which 
is equally useful to the tax expert and 
the layman who wishes to understand 
the income tax, its place in government 
finance and its effect upon business and 
the economic life of the country. 


Our AMERICAN Money: A COLLECTOoR’s 
Story. By Joseph Coffin. New 
York: Coward-McCann, Inc. 1940. 
Pp. 153. $1.75. 


From the money used by the first set- 
tlers up to the present day, the whole 
fascinating historical background of our 
coinage and currency system is set 
forth in this interesting volume. 
Included are many little-known facts 
concerning the first currency of the 
colonies and the beginnings of the U. S. 
Mint. There are stories of the private 
mints of the Carolinas, Georgia, and the 
West. Unusual types of money are de- 


scribed, such as Jackson Cents, postage 
stamp currency, Civil War tokens, emer- 


gency scrip, etc. Numerous halftone 
illustrations are included, also an in- 
teresting chronological table of im- 
portant dates in American numismatic 
history and a complete bibliography. 
Chapters are devoted to: The Cur- 
rency of the First Settlers, Later Colon- 
ial Money and Coins of the Confed- 
eracy, The Beginning of Our National 
Currency, Composition and Designs, 
Early Nineteenth-Century Money, The 
Civil War Period and Later, Present- 
Day Tokens and Emergency Money, 
Gold and Silver, The Collector’s Pros- 
pects. 
’ 
THRouGH THE YEARS. By Nathan S. 
Jonas. New York: Business Bourse. 


1940. Pp. 365. $3.00. 
In this book Mr. Jonas, the founder and 


builder of the Manufacturers Trust 
Company, New York, tells his life story, 
including the dramatic inside tale of 
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the effort to save the Bank of United 
States in 1930, and the shift in Manu- 
facturers Trust Company management 
and control in 1931. 

He tells of his boyhood days in 
Brooklyn, New York; of his start, at 
the age of 13, as an errand boy for the 
New York Safe Deposit Company; of 
his experiences in the insurance field; 
and of the formation in 1905 of the 
Citizens Trust Company, Brooklyn, New 
York, which, through successive mer- 
gers and changes of name became the 
Manufacturers Trust Company with 
forty-five unit offices. 

His work in organizing The Jewish 
Hospital of Brooklyn is given in detail, 
as are his activities in Brooklyn Civic 
Affairs, and his country club work. He 
describes his family, friends, and social 
life, and includes an interesting chapter 
on Eddie Cantor, a friend of twenty 
years. A concluding chapter is devoted 
to his travels and retirement, and an 
appendix contains letters and records of 
interest. 

Throughout the book many interest- 
ing anecdotes, and scores of illustrations 
add to the interest of this full, rich tale 
of a life of success and service. 


BOOKLETS 


Aprirt on THE Lanp. By Paul S. Taylor. 
New York: Public Affairs Committee, 
Inc. 1940. Pp. 32. 10 cents. 


A warninc lest the conditions depicted in 
the book and film “The Grapes of Wrath” 
become much more widespread than at 
present is contained in this pamphlet. It 
deals with the wheat belt, Western cotton, 
berry crop, sugar beets, and other migra- 
tions, and discusses the problem of agri- 
cultural labor in general. 


ATTITUDES AND EMOTIONAL PROBLEMS OF 
Orrice Emptoyes. New York: American 
Management Association. 1939. Pp. 34. 
50 cents. 


Papers presented at the October, 1939, Of- 
fice Management Conference of the Ameri- 
can Management Association are included 
in this booklet on the following: Em- 
ployer-Employe Relations in Office, Dealing 
with Emotional Problems in the Office, Cre- 
ating and Maintaining Employe Interest 
in Public Relations. 
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Bank INVESTMENTS AND Reserves. Ann 
Arbor, Mich.: University of Michigan. 
1940. Pp. 84. $1. 

Tus monograph contains the proceedings of 

the second annual Michigan Bankers Asso- 

ciation Study Conference, held in December, 

1939, under the joint auspices of the Michi- 

gan Bankers Association, Michigan State 

Banking Department, and the School of 

Business Administration of the University 

of Michigan. 

Edited by Robert G. Rodkey, it contains 
papers on: The Development of Standards, 
Reserves Against Earning Assets, Some 
General Considerations in the Formulation 
of an Investment Policy, Municipal Bonds, 
Some Statistical Factors Useful in the Ap- 
praisal of Public Utility Bonds, Investment 
Boners, The Banks and the Government 
Bond Market, Bank Investments in Rela- 
tion to Current Operations, and Informal 
Comments as Session Chairman. 


Banxkine as A CareEEr. Chicago: The Insti- 
tute for Research. 1940. Pp. 20. $1. 


A vocaTionaL study of banking, intended 
to aid in answering youth’s inevitable ques- 
tion: “What shall I be?,” this booklet con- 
tains much of practical interest. It in- 
cludes a short history of banking and a 
review of banking development in the 
United States, a description of the or- 
ganization of a bank and of the part played 
by the Federal Reserve System and the 
FDIC, a description of the ways in which 
banks serve society, and a review of various 
jobs within the bank. The description of 
jobs starts with page boy and continues 
through chairman of the board, giving 
duties, approximate salaries where possible, 
qualifications, training suggestions, etc. The 
attractive and unattractive sides of bank- 
ing as a career are summarized, and sug- 
gestions for getting a job in a bank are 
offered. 


Orrice EquipMENT AND Recorp KEEPING. 
New York: American Management As- 
sociation. 1939. Pp. 39. 75 cents. 


Covered in this booklet are late develop- 
ments in new office equipment, especially 
pertaining to duplicating, tabulating and 
accounting. An important part describes 
the record-keeping methods of a company 
that has made great progress in this field. 
The papers which comprise the booklet 
were presented at the October, 1939, Of- 
fice Management Conference of the Ameri- 
can Management Association. 


Guipe To Trust Fees wirH RECOMMENDED 
Cost Accountinc System. New York: 
Trust Division, American Bankers Asso- 


ciation. 1940. Pp. 67. 
Preparep under the supervision of the ABA 
Trust Division’s Committee on Costs and 
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Charges, this booklet is designed to assist 
trust companies and banks with trust de- 
partments in solving cost and fee problems, 
with particular emphasis on questions con- 
cerning this phase of the trust business 
which have arisen since 1936, when the last 
edition was published. 

This revised edition contains practically 
all the material contained in former editions 
and, in addition, it incorporates a new 
schedule of recommended fees for trustees 
acting under corporate trust indentures un- 
der the Trust Indenture Act of 1939, and 
a cost system for determining the cost of 
handling a personal trust account. 


Dest Beyonp THE Buncetr. By John C. Geb- 
hart. New York: The National Economy 
League. 1940. Pp. 22. 


As described in a foreword, this is an an- 
alysis “presented as an aid to clarify a 
little known phase of our Government's 
indebtedness. From this study, it is clear 
to see that few, if any, of the governmental 
corporations are on a firm footing as recoy- 
nized by private business yardsticks. More 
detailed balance sheets seem in order for 
the investors who, after all, are the people.” 
In addition to a study of the Government 
debt as a whole, analyses are included for 
the RFC, HOLC, USHA, TVA, farm credit 
agencies, etc. 


PROCEEDINGS OF THE FIFTEENTH ANNUAL 
Micuican AccounTING CONFERENCE. Ann 
Arbor, Mich.: University of Michigan. 
1940. Pp. 56. $1. 


Tue conference program, of which this is 
a report, was held in November, 1939, un- 
der joint auspices of the Michigan Asso- 
ciation of Certified Public Accountants, 
and the School of Business Administration 
of the University of Michigan. 

Topics covered in this report include: 
Practical Auditing Procedures for Inven- 
tories and Receivables, Some Problems of 
Governmental Accounting, Valuation or 
Historical Cost: Some Recent Develop- 
ments, Effects of Changing State Relation- 
ships, The Auditor’s Responsibility to the 
Investor, The Michigan Intangibles Tax 
Law. 


Wuat Does tHE Hovustne Procram Cost? 
Washington, D. C.: Federal Works 
Agency, U. S. Housing Authority. 1940. 
Pp. 32. 


Deatine with the subject of the cost of the 
national slum clearance and public low 
rent housing program, this booklet answers 
many of the common objections to the 
USHA financing plan, such as the charge 
that it improperly represents itself to be 
self-liquidating, that it is paying a 100 per 
cent subsidy, thus giving the houses away, 
etc. 
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Keep Your Employes Informed 


By Ray A. Ite 


Vice President, The National Shawmut Bank, Boston, Mass. 


™s UR employes are the public. The 

() very moment they leave our 

places of business they become 
the public, and the viewpoints and 
opinions which they give to others are 
quite often taken as official. 

If the management of business and 
banks throughout the country would 
but realize that their employes and the 
public were one and the same, and that 
if a public relations problem exists in 
their particular industry, the chances 
are that it exists right in their own 
places of business. If management, 
both in business and in banks, could 
only get that perspective, there would 
be no such thing as a public relations 
problem. 

The second reason for placing this 
emphasis on employe relations is the 
fact that bank employes (and I refer 
to the tellers, the floormen and those 
who have a direct contact with the pub- 
lic) meet about 90 per cent of the 
bank’s customers, while the officers only 
contact the remaining 10 per cent. It 
is just plain common sense that the 
group contacting 90 per cent of the cus- 
tomers should be properly armed and 
trained to speak about their bank and 
banking problems in general with the 
same conviction, the same respect and 
the same enthusiasm that would come 
from the highest officer in the bank. 


Program Not Too Involved 


Now, you may say that a program of 
that kind would be altogether too in- 
volved, would require too much time in 
order to keep all employes informed on 
such matters; but I can’t agree with 
that. No employe of an_ institution 
wants to be told every single thing that 
engages the attention of the manage- 
ment; neither does he want to know all 


of the details of a confidential nature 
which the management must rightfully 
keep to itself. What he does want to 
know is that the management recog- 
nizes his worth to the bank and the 
part he is playing as a working partner 
in the service which that institution is 
rendering to the public. He wants to 
feel sure that the management is not 
overlooking this fact and in recognition 
thereof is giving to him every bit of 
information it has at its disposal to 
enable him to carry out his share of 
the bank’s work and to promote the 
bank’s policies in an effective and en- 
thusiastic manner. 


Interest Change Example 


Let me cite an example of what I 
mean by properly notifying employes 
on a matter of bank policy. Suppose 


RAY A. ILG 
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‘‘No employe of an institution 
wants to be told every single 
thing that engages the attention 
of the management; neither does 
he want to know all of the de- 
tails of a confidential nature 
which the management must 
rightfully keep to itself. What 
he does want to know is that 
the management recognizes his 
worth to the bank and the part 
he is playing as a working part- 
ner in the service which that in- 
Stitution is rendering to the 
public. He wants to feel sure 
that the management is not over- 
looking this fact and in recog- 
nition thereof is giving to him 
every bit of information it has 
at its disposal to enable him to 
carry out his share of the bank’s 
work and to promote the bank’s 
policies in an effective and en- 
thusiastic manner,’’ states Mr. 
Ilg in the accompanying portion 
of his recent address at the 
Florida Bankers Association 
convention. 


the directors of your bank should de- 
cide to lower the rate of interest in your 
savings department from 214 per cent 
to 11% per cent. Notices would un- 
doubtedly be posted in a prominent 
place in the lobby, and the officers and 
heads of all departments together with 
the employes of the savings department, 
would be notified of this change. That, 
I believe, is the customary procedure. 
But it would hardly be sufficient from 
a public relations viewpoint. Two more 
steps are needed: first, every employe 
in the bank should receive a notification 
of such a change. Second, and what 
is even more important, each employe 
should be told by a senior officer of 
the bank, either at a mass meeting or 
at some other departmental group gath- 
ering, the real reason for reducing the 
rate of interest from 21%4 to 114 per 
cent. And the reason | say this is ex- 
tra important is because at some time 
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or other nearly every employe of your 
bank will be asked, either by a cus- 
tomer or some outside friend, just why 
the rate of interest was so reduced. Now, 
without the help of a proper explana- 
tion, those employes are at somewhat 
of a loss to answer such questions. No 
doubt, the majority of them will say 
that they just don’t know. The trouble 
with making a statement of that kind 
is that it lends the inference that the 
management doesn’t even take their own 
employes into their confidence and, 
therefore, there must be something very 
mysterious about such a reduction of 
interest, something about it which the 
bank is trying to hide. Other employes, 
not knowing the right answer, will make 
up one of their own, and nine times 
out of ten they will probably say some- 
thing detrimental to the best interests 
of the bank. 

Those are the reasons why I say that 
every employe in a bank should be taken 
into closer codperation, should be given 
more consideration by the managemeit. 


© 


THE INVESTMENT PROBLEM 


BANKERS must not only accept, but must 
at once begin to apply, the thonght that 
they cannot escape the responsibility of 
becoming thoroughly versed in_ the 
fundamentals of investment and in the 
application of these fundamentals to 
each of the several types of bonds that 
may be offered in the market place. 

Until that thought is accepted by 
bankers in general and in particular. 
the problem will remain. It cannot be 
avoided, and it can be postponed only 
with danger. Bankers should never be 
in a position such that bonds must be 
“sold” to them. Rather, they should 
always be “buyers” of bonds and they 
cannot be the latter until they have dug 
deeply into the basic principles of in- 
vestment and the application of these, 
as developed, as a definite procedure 
for each type of investment.—Dr. E. A. 
Kincaid, Consulting Economist, Federal 
Reserve Bank, Richmond, Va., in a re- 
cent address. 
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Dealer Purchase Auto Loan 
Service 


By WituraM F. KELity 
Assistant Vice-President The Pennsylvania Company, Philadelphia, Pa. 


A DISCUSSION of automobile financ- 
/A ing centered upon the relative 
merits of the method of acquiring 
paper by purchase of rental contracts 
from the dealer as contrasted with 
acquisition by means of loan direct to 
the purchaser is not, in my opinion, a 
fit subject for debate. Either method 
can represent the best means of acquir- 
ing automobile paper when the bank, 
alter analyzing each method, chooses the 
one that seems to offer the best possibili- 
tics. I am quite sure that many of the 
banks doing a direct loan business are 
much better off in volume of loans and 
safety of operation than they would be 
if they employed the dealer purchase 
method. In some instances, the reverse 
is undoubtedly true. 

A bank operation created for the pur- 
pose of discounting motor paper for 
dealers must be built on a foundation 
designed to fulfill the essential require- 
ment for success in this field—service to 
the dealer and purchaser. The interests 
of the dealer must first be served because 
he is your customer and the purchaser 
is, at the outset, the dealer’s customer. 
Care must be taken to insure that, in 
serving the dealer, your policies are fair 
to the purchaser. When a bank chooses 
this method of operation it should real- 
ize that it is entering into direct com- 
petition with the finance company and 
is in the finance business, a highly spe- 
cialized field. The successful finance 
company knows the dealer’s needs and 
is set up to perform the function of a 
finance assistant to the retail automobile 
industry. 

Let us, for a minute, examine the 
meaning of this term “financial assist- 
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ant to the retail automobile industry.” 
It may have an imposing sound but it 
does mean something. It means that 
the bank, now acting as a finance com- 
pany, must assist the dealer with loans 
for the purchase of new cars for dis- 
play, demonstration and stock. It means 
that the bank must buy a reasonable 
number of sub-par instalment contracts 
with the purchase of the better grade 
business. The dealer must move his 
used cars with the new and in so doing 
cannot always deliver first rate credit 
risks. Obviously the proper selection 
of this portion of the dealer’s business 
requires the use of good judgment by an 
experienced credit man. During the 
late fall and winter months the dealer 
is apt to find most of his working capi- 
tal tied up in used car inventory and 
his bank will be obliged to advance him 
capital loans secured by his used car 
holdings. The bank, in order to comply 
with the meaning of the term I have 
used, must retain representatives to call 
on the dealers, soliciting new business, 
assisting in the instruction of salesmen 
in the handling of financed transactions 
and, generally, acting as a contact be- 
tween the bank and the dealer, in the 
adjustment of any difficulties that may 
arise from time to time. It is necessary 
for the bank to maintain a force of col- 
lectors to cover past-due accounts and 
repossessions. Finally, in total, the 
term means that the bank functions in a 
manner calculated to maintain and 
strengthen the tie that binds the cus- 
tomer to the dealer. The loan of the 
money and the performance of the 
services that go with the money are 
joined in an unbroken sequence with the 
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‘‘A bank operation created 
for the purpose of discounting 
motor paper for dealers must be 
built on a foundation designed 

- to fulfill the essential require- 
ment for success in this field— 
service to the dealer and pur- 
chaser,’’ states Mr. Kelly in the 
accompanying article which 
formed his recent address at 
the second annual conference of 
the Bankers Association for 
Consumer Credit. 


dealer’s sale of the cars to the con- 
sumers. 


Volume Necessary 


Most bankers, acquainted with the 
machinery of the finance business, will 
agree that the functions I have out- 
lined represent a bald skeleton around 
which the operation is constructed. Very 
little consideration is required to arrive 
at a conclusion that such an operation 
is expensive to set up and maintain and, 
unless a sizable volume of business is 
obtainable, a red figure result is likely. 
Also, without volume, proper diver- 
sification, so vital to the safety of con- 
sumer credit, is impossible of attain- 
ment. There is much competition for 
this volume that is needed and this com- 
petition comes, in the main, from 
organizations set up to give the dealer 
and the public almost everything that 
the bank can give them, and unless the 
bank is highly organized to do the job, 
the competitors have the advantage of 
offering services refined and perfected 
by many years of experience. In my 
opinion, cutting rates or increasing 
dealer reserves is not the answer to the 
problem. This practice, in effect, leaves 
the bank with less money to spend for 
the proper operation of their depart- 
ment and, as a consequence, their serv- 
ices will ultimately suffer so that they 
will be unable to retain the business 
against competitive offerings. In that 
case what does the bank have to offer 
to the dealer? 
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The bank must, of course, offer the 
service that I have outlined to the 
dealer, together with a sales plan based 
on finance charges and insurance that is 
competitive and fair to dealer and pur- 
chaser. The bank can offer what most 
finance companies cannot; a local bank- 
ing institution, well known and _ re- 
spected in the community with a well- 
rounded banking service extended to 
embrace the needs of consumer credit. 
It is fair to take the position with the 
dealer that the average purchaser would 
prefer to obtain his instalment require- 
ments from a bank and thereby estab- 
lish his credit with an institution that 
could take care of his other loan re- 
quirements. The prestige that would 
accrue to a dealer using bank financing 
can be worth dollars and cents to that 
dealer if he capitalizes on it in his pres- 
entation to the customer. The bank 
entering this field of finance has work 
to do and it is a selling job all the way 
through. It seems to me, however, that 
the job has to be done right, with all the 
trimmings and with no short-cuts. 


© 
PREVENT 


AGRICULTURAL OVER. 
PRODUCTION 


WE do not yet know to what extent 
the war will affect agricultural condi- 
tions of the United States, but the last 
one is not so far behind us but that we 
can remember the results that cul- 
minated in the collapse of prices in 
1921-1922 when consumption could not 
absorb production at the abnormal peak 
to which it had been pushed by the war 
conditions. 

We certainly have a lesson there 
which we need to remember, and with 
careful study of the fallacies of produc- 
tion during those frenzied days of the 
World War period, we must protect our 
customers from entering an unsound 
program of over-production again, 
should the effects of the present Euro- 
pean situation reach American agricu!- 
ture.—Harry H. Mohler, Vice-President, 
First St. Joseph Stock Yards Bank, St. 


Joseph, Missouri, in a recent address. 
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Lifting Supervision Standards 


By Ropert M. Hanes 


President, American Bankers Association, and President, Wachovia 
Bank and Trust Company, Winston-Salem, N. C. 


HE assumption by government of 

the right to charter, supervise and 

regulate banks, constitutes a pledge 
to the public that government will do 
all in its power to insure the highest 
standards of bank management. I be- 
lieve the public so interprets such regu- 
lation. Lax chartering of banks, in- 
different examination and supervision 
by unqualified officials, amount to a 
failure to keep that pledge. 

The future of independent chartered 
hanking also depends in a great de- 
cree on the continuation of the checks 
and balances represented in the dual 
system of banking. But the dual sys- 
tem of banking will not survive unless 
a high quality of bank supervision is 
maintained in every state. 

At the last convention of the National 
Association of Supervisors of State 
Banks, the secretary of that association 
asserted that “if at any time the state 
departments fail to render the type of 
supervision the public interest demands, 
we can look for the Federal Govern- 
ment to attempt the assumption of all 
bank supervisory powers. Centraliza- 
tion sometimes follows that course.” I 
agree with his assertion. 

Too often does political partisanship 
seem to influence appointments to state 
banking departments. Too often is the 
tenure of office of the commissioner too 
brief. Too often are the salaries of 
commissioners and examiners too small 
to attract qualified career men. 


Progress Reported 


I am happy to be able to report to 
you, however, that the quinquennial 
Survey of State Bank Supervision re- 
cently completed by the A.B.A. State 


Bank Division reveals improvements in 


this field. “The periodic five-year sur- 
veys reflect general advancement during 
the past fifteen years,” it states, “in the 
creation of banking boards, extension 
of powers of the commissioners, provi- 
sion for more adequate terms of office 
and salaries, the elimination of partisan 
politics and the provision for a suff- 
cient number of qualified bank ex- 
aminers. Notwithstanding the real and 
definite progress which has been made 
thus far, much remains to be accom- 
plished. Until the ultimate goal, plac- 
ing supervision on the uniform and effi- 
cient basis it deserves. is attained, 
continued effort is necessary on the part 
of all those concerned in the future of 
state banking.” 

I believe the time has come for the 
association to sponsor a_ constructive 
program with specific provisions aim- 


ROBERT M. HANES 


THE BANKERS MAGAZINE for May, 1940 





**I believe the time has come 
for the Association to sponsor a 
constructive program with spe- 
cific provisions aiming at greater 
stability in our state banking 
departments and higher uniform 
standards of bank supervision. 
Such a program would seek to 
elevate the banking department 
to a position equal in importance 
to any other department of the 
state. It would provide that the 
commissioner or superintendent 
be paid a salary at least equal 
to that paid the highest salaried 
department head in the state. It 
would require that he be prop- 
erly qualified as to character 
and experience. It would give 
him an adequate tenure of office; 
a term of perhaps six years. And 
it would subject the selection of 
examiners to civil service exami- 
nation, or banking board ex- 
amination—or, in absence of 
civil service or a banking board, 
to qualifications set forth in the 
law,’’ suggests Mr. Hanes in the 
accompanying portion of his re- 
cent address before the Denver 
ABA Regional Conference. 


ing at greater stability in our state 
banking departments and higher and 
uniform standards of bank supervision. 
Such a program would seek to elevate 
the banking department to a position 
equal in importance to any other de- 
partment of the state. It would provide 
that the commisisoner or superintend- 
ent be paid a salary at least equal to 
that paid the highest salaried deyart- 
ment head in the state. It would re- 
quire that he be properly qualified as 
to character and experience. It would 
give him an adequate tenure of office; 
a term of perhaps six years. And it 
would subject the selection of ex- 
aminers to civil service examination, or 
banking board examination—or, in ab- 


sence of civil service or a banking 
board, to qualifications set forth in the 
law. 

Our banking commissioners and ex- 
aminers are conscientious public ser- 
vants. I believe they would welcome 
such a program; that we would have 
their support in one which would bring 
greater stability to banking departments 
and professional status to bank super- 
visors, and which would lift the service 
of bank supervision out of the realm 
of political consideration. 


Essential to Banking Improvement 


Such a program is an essential sup- 
plement to our own enlarged educa- 
tional research program. 

We face a challenge to make our 
banking system so strong and so service- 
able that there will be no place for any 
new banking system or any opportunity 
for an attempt to eliminate our state 
chartered institutions. Through our 
program and through the efforts of in- 
dividual bankers we shall do all in our 
power to achieve this result. But the 
program will be incomplete without one 
that also lifts the standards of super- 
vision. Good management and good 
supervision are necessary partners. 


© 
UNIFORM COST ACCOUNTING 


WE have always been the most severe 
critics of the cost accounting methods 
of our customers but notably weak in 
our willingness to consider our own 
business. The criticism has frequently 
been made by treasurers of large na- 
tional concerns that there was too much 
difference in the service charges made 
by banks all over the country. Ameri- 
can banking should be willing to at- 
tempt some uniform system of cost 
accounting, and then set up a schedule 
of fair charges which could be substan- 
tiated with our customers.—T. B. 
Strain, President, Continental National 
Bank, Lincoln, Nebraska, in a recent 


address. 
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Meeting Wage Hour Law 
Requirements 


By C. Epcar JoHNsSON 
Assistant Vice President, The First National Bank of Chicago 


HILE it has not been determined 

by our courts whether banks are 

actually subject to the Wages and 
Hours Law, it is generally conceded that 
they come under this act and should 
religiously conform to its provisions. 

Consider adjusting banking hours to 
meet the requirements of your customers 
and the business hours of your particu- 
lar community. A survey of eighty 
banks with deposits under $10,000,000 
revealed that forty-three changed their 
banking hours without receiving any 
serious complaints from customers. 
They also reported that their employes 
were able to accomplish the same 
amount of work in the shorter space of 
time, because the flow of work was more 
even. 

Just because routine work has been 
done one certain way for many years, 
don’t get the idea that it is the best 
way to do it. Keep your eyes open 
for new suggestions, and do not put off 
analyzing their possibilities. Improve 
the technique of your operations by 
making a thorough study of them. Find 
ways and means of controlling the varia- 
tions of your peak periods. This is 
definitely a step in the right direction 
to the hours problem. 

Many banks have devised plans to 
bring greater flexibility into employe 
timekeeping. They have their work 
week start at four o’clock on a Wednes- 
day or Thursday afternoon, rather than 
at the opening of business Monday 
morning. They have found that Fri- 
day, Saturday, and Monday as a rule 
are their busiest days, while the middle 
of the week is usually relatively light. 
So long as the work week and the cal- 
endar week coincided, there was a dan- 
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ger of unavoidable overtime. Due to 
the rush in business on Friday and Sat- 
urday, an adjustment of hours on those 
days is almost an impossibility. By 
breaking the work week in the middle 
of the week, it helps nullify the likeli- 
hood of overtime payments, as adjust- 
ments can be made on the lighter days. 
For example, if your bank’s work week 
started at four o’clock on Thursday and 
an employe at the close of business on 
Wednesday had worked thirty-six hours, 
he could work six hours on Thursday 
prior to four o’clock, and any time 
worked after that hour would be in- 
cluded in the next work week. 

The regular rate of pay ' determines 
how a bank should calculate its over- 
time. The three accepted methods 
banks use in remunerating employes are 
as follows: 

1. An agreed hourly rate. Under this 
plan an employe would be paid only 
for the number of hours worked (pro- 
vided no given number of hours are 
guaranteed). He would receive 1% 
times this rate for all hours worked 
over forty-two in one week. 

2. Salaried basis—regular number of 
hours. A guaranteed weekly wage, 
where the hours worked per week are 
agreed upon or determined by custom. 
The regular rate of pay is decided by 
dividing the weekly salary by the given 
number of hours agreed upon. All over- 
time is then calculated on the basis of 
one and one-half times this rate. 

3. Salaried basis—irregular or fluc- 
tuating number of hours. A guaranteed 
weekly wage where there are no regular 
number of hours worked, the regular 
hourly rate of pay is determined by di- 
viding the weekly salary by the number 
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The accompanying article, 
containing suggestions for meet- 
ing the Wage and Hour Law re- 
quirements, is a summary of Mr. 
Johnson’s recent address at the 
Florida Bankers Association 
Convention. As he pointed out 
in his address, the opinions ex- 
pressed are Mr. Johnson’s own 
interpretations and not official, 
and should, therefore, be used 
merely as points for discussion. 


of hours worked in each separate work 
week. This method is used by most 
banks whose employes have a starting 
time but no regular quitting time—that 
is, they stay on the job until their day’s 
work is completed. 

The following examples illustrate 
why it is essential to determine what 
method should be adopted in calculat- 
ing the regular hourly rate of pay: 

Under method two—a salaried em- 
ploye working a regular number of 
hours (42 per week) by agreement or 
custom, and earning $21 per week. His 
hourly rate of pay is $21 divided by 
42, or 50 cents per hour. If this em- 
ploye should work 50 hours in one 
week, he would earn: 


42 hours @ 50¢ — $21.00 
8 hours @ 75¢ — 6.00 


$27.00 


Under method three—salaried em- 
ploye working irregular or fluctuating 
number of hours per week and earning 
the same weekly salary of $21—his 
regular hourly rate of pay would be 
determined by dividing $21 by 50 hours, 
or 42 cents per hour: 


42 hours @ 42¢ — $17.64 
8 hours @ 63¢ — 5.04 


$22.68 


Inasmuch as this employe has already 
received $21, it is only necessary to pay 
an additional $1.68 to cover the cost 
of overtime, as against $6 under the 
method used in the first example. 
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There is no procedure that can be 
used to get away from individual cal- 
culation if you work an employe over 
the maximum hour limit. If you are 
using any method other than the three 
outlined above, it should be reviewed 
to be certain you are complying with 
the Act. 

In many instances it is more eco- 
nomical to pay overtime than to engage 
extra help. Considerable thought should 
be given to the situation that has de- 
veloped as a result of the payroll tax 
program. If an upturn in_ business 
should prove to be only of a temporary 
nature, it would be far more economical 
to accept.the penalties of overtime pav- 
ments under the Wage and Hour Law 
than to have one’s merit rating affected 
under the State Unemployment Com- 
pensation Law. It must be remembered 
that the tax rate established under the 
merit rating plan is predicated largeiy 
on the turnover experience you have 
over a three-year period. 

Whatever changes are considered 
should be scrutinized in every detail to 
be absolutely certain they in no way 
affect the morale of your employes or 
the relationship of your customers. 


© 


WITH our wide range of contacts, can 
we not, as bankers, help arouse citizens 
so that they will understand that no 
government ever did nor ever can sub- 
sist upon its debts; that the only source 
of wealth is with the people themselves: 
that government support comes entirely 
from the earnings, production, and sav- 
ings of the people; and that not one 
cent originates in the elaborate mechan- 
ism of government? How readily will 
the 45 million savings bank depositors, 
the 65 million holders of life insurance 
policies, and all lovers of this our gov- 
ernment of free men, rally to such a call 
for united action, once they are con- 
vinced that the war to recapture control 
of Federal spending must be one, or 
else!—Orval W. Adams, Executive 
Vice-President, Utah State National 
Bank, Salt Lake City, Utah, in a recent 


address. 
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Convert Random Savers Into 
Regular Savers 


By Frank P. Bennett, Jr. 
Editor, United States Investor, Boston, Mass. 


AS it ever occurred to you how 
little thought and how little at- 
tention we are giving to the in- 
dividual whose name is already on our 
ledger cards and who already has one 
of our passbooks? Haven’t we been 
all too prone to think of him as a now 
thoroughly rescued soul, when once we 
have brought him through the doors and 
handed him a passbook? And haven’t 
we left him too much to his own devices 
after that? There is some evidence to 
indicate that we have. 

Who, for instance, either in savings 
banks or out, has ever made use of the 
fact that the number of deposit transac- 
tions at Massachusetts savings banks 
each year is only about one and one- 
half times the whole number of open 
accounts? Yet that is a significant fig- 
ure. It takes on grave importance in 
the light of the dwindling figure for 
brand new accounts. If the 2,850,000 
open accounts on the books of the sav- 
ings banks of Massachusetts are receiv- 
ing an average of one and one-half de- 
posit entries in the course of a year, 
or only three deposit entries in two 
years, then there must be no end of 
accounts that are receiving no deposit 
entries whatever from year end to year 
end. How about these accounts as a 
broad field for missionary effort? 

I think I can prove that the field is 
broad. There are some accounts, of 
course, that will not respond to mission- 
ary effort, accounts of aged parents, for 
instance, and some accounts that we 
prefer not to build up, like the so-called 
“hot money” accounts. It is unfortun- 
ate for our present argument that we 
are in no position to subtract from that 
Massachusetts total of 2,850,000 ac- 
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counts, the number representing super- 
annuated persons whose days of pilgrim- 
age to the savings banks are over, or 
the number of those who are using sav- 
ings banks for financial dugouts because 
they fear to invest their substantial 
sums in stocks or bonds or active busi- 
ness undertakings. It is unfortunate, 
too, that nobody knows or can know 
what portion of the 2,850,000 accounts 
represent duplication. We can indulge, 
however, in some figures that have the 
merit, at least, of being somewhat bet- 
ter than sheer guesswork and that do 
create at least a presumption. It ought 
to be reasonable, oughtn’t it, to suggest 
that after full allowance for duplication, 
and for superannuated depositors, and 
for people moved by the dugout motive, 
there are at least 1,000,000 individual 
accounts, out of the 2,850,000, that 
should be receiving deposit entries 
every week, out of each pay envelope 
or salary check, or deposit entries every 
month out of tithes from the month’s 
income? It does not seem possible that 
more than 1,850,000 accounts out of 
the 2,850,000 represent duplication, or 
accounts of the aged, or accounts of the 
genus investor. 

If those 1,000,000 passbooks were re- 
ceiving a deposit each week, that would 
mean 52,000,000 deposit transactions a 
year instead of the present 4,400,000 
transactions. If they were receiving 
only one deposit a month, that would 
make a total almost three times the pres- 
ent number of transactions. The fact 
seems clear, then, that we simply are 
not developing periodic visits by: de- 
positors to the savings bank, except on 
the Christmas Club side, and that there 
is an immense amount of worthwhile 
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**No banker who is in favor 
of getting as many new genuine 
savings accounts on his books as 
possible, as most of us are, can 
raise valid objection to similar 
increments of money represent- 
ing periodic and persistent 
thrift on the part of his present 
depositors. For the truth is that 
savings banks exist as much to 
induce men to keep on saving as 
to induce them to make the in- 
itial plunge. My plea is that 
we convert our present random 
savers into persistent, periodic 
savers,’? says Mr. Bennett in 
the accompanying portion of his 
recent ABA Eastern Regional 
Conference address. 


We 


work for us to do along this line. 


won't be working, in that case, in a 
constantly diminishing area, as we must 
necessarily be when we hold out arms 
of invitation primarily to those who 
have no savings accounts today. 


We 
will be working in a very broad area 
that has no practical limits discernible 
to our vision. 

Somebody may suggest that we are 
bothered enough already, sometimes to 
the point of exasperation, by the activ- 
ity of accounts. We seem to have fallen 
heir in savings departments, in recent 
years, to many an account driven out 
of commercial banks by service charges. 
But the development for which this 
paper is pleading is not greater activ- 
ity but for greater stress on the virtue 
of persistent, periodic saving. The roll- 
call of those who would object to the 
constant building up of accounts by 
small accretions will not be a long one. 
No banker who is in favor of getting 
as many new genuine savings accounts 
on his books as possible, as most of us 
are, can raise valid objection to similar 
increments of money _ representing 
periodic and persistent thrift on the 
part of his present depositors. For the 


truth is that savings banks exist quite as 
much to induce men to keep on saving 
as to induce them to make the initial 
plunge. My plea is that we convert our 
present random savers into persistent, 
periodic savers. 

To my mind, it is a logical step and 
the most promising step that a bank can 
take at this time in its search for new 
business. The field beyond our gates 
is a narrowing field from which the 
annual harvest of new accounts must 
necessarily be a modest harvest. The. 
field within our gates will stand a great 
deal of further cultivating, and may 
easily reward the bank with results as 
gratifying as the department store has 
obtained from cultivating closer associa- 
tion with the existing group of cus- 


tomers. 
© 


EXCESSIVE DIVERSIFICATION 


Many times investors and bankers have 
made a fetish of diversification and have 
carried it to absurd extremes. They 
have felt that it was imperative to have 
such and such a percentage of this and 
so much of that and an “X” percentage 
of something else, ignoring the funda- 
mental consideration that quality comes 
first of all. Some lists have been car- 
ried to such absurd extremes under the 
guise of diversification that it would be 
impossible to do justice to the careful 
following of the quality of the securities 
because of the inordinately large num- 
ber of issues involved. In some cases 
which have come to my attention, the 
bond accounts of small banks have been 
benefited by the suggestion that the 
number of issues be reduced to a point 
at which the person charged with in- 
vestment supervision can give adequate 
attention to the individual situations. 
In other words, excessive diversification 
sometimes interferes with the proper 
digestion of information, and you all 
know that indigestion frequently is fol- 
lowed by a headache. — George H. 
Rigler, Assistant Vice-President, Harris 
Trust and Savings Bank, Chicago, III., 
in a recent address. 
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Land Bank Bill Threatens 
Credit Structure 


By A. L. M. Wiceins 
Chairman, Committee on Federal Legislation, American Bankers Association, 
and President, Bank of Hartsville, Hartsville, South Carolina 


HE American Bankers Association 

has entered its opposition to the 

Jones Bill knowing that its posi- 
tion may be construed as opposition 
by banks to the relief of the farmers 
and an expression on the part of bank- 
ers of a desire to maintain high inter- 
est rates for the benefit of private capi- 
tal. Such criticism has no basis in fact. 
However, in the public interest, we can- 
not remain silent in the face of an at- 
tack on the integrity of credit and the 
introduction of unsound policies into 
the operation of the agricultural credit 
system of the country. The most seri- 
ous threat to the credit structure of the 
nation that has yet been offered for the 
consideration of Congress is contained 
in three proposals in this bill. They are: 


(1) The substitution of the guarantee 
of the Government in place of the col- 
lateral underlying the bonds of the 
Federal Land Bank System. 


(2) The destruction of the integrity 
of the obligations of the borrowers on 
farm mortgage loans through the aboli- 
tion of personal liability. 


(3) The provision that establishes 
as a statutory right the repudiation of 
obligations through an open invitation 
for scaling down of debts. 


Depositors, Farmers, Investors 
Affected 


The bankers, as custodians of a large 
part of the liquid wealth owned by the 
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people, would be unfaithful to their 
trust if they refused to speak out in 
the face of a threat that would affect 
adversely every bank depositor, every 
farm owner and every investor in the 
country. 

It is an interesting fact that all totali- 
tarian economic systems in the world 
today under the control of dictators 
have used such devices as this bill pro- 
poses to enable them to take over the 
agricultural system and eventually all 
types of private business enterprises. 


Farm Organizations Opposed 


There is more involved in the phil- 
osophy underlying the proposals of the 
Jones measure than the relief of agri- 
culture. It is difficult to understand 
why there is a sudden rush to destroy 
an existing agricultural credit system 
that has been operating for twenty-four 
years and was established after long 
and careful study by a commission au- 
thorized by Congress and appointed by 
Woodrow Wilson. It is highly signifi- 
cant that the principal organizations of 
the farmers are strongly opposed to the 
emasculation of this credit system which 
the farmers themselves have laboriously 
built and successfully managed for the 
past quarter of a century. 


We ask but this: That time and op- 
portunity be given for the people to 
give consideration to this proposal to 
destroy the agricultural credit system 
of this country and to understand the 
real significance of the program pro- 
posed. 
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SURVEY 


A condensation of recent studies or reports on various phases of banking, 
finance and economics issued by banks, magazines, advisory services, business 
associations, Government bureaus and other organizations. 


U. S. MUST BECOME IMPORT MINDED 


Fortune Round Table, Fortune Magazine 


(Seventeen industrial, economic, educa- 
tional, manufacturing, banking, farm and 
Iabor leaders were brought together in the 
sixth Fortune magazine Round Table to dis- 
cuss “The United States and Foreign 
Trade.” Following is a portion, from the 
April issue of Fortune, of the “area of 
agreement” reached by these men.) 


T the end of this war the U. S. will 
be in a strategic position to influ- 
ence the character of reconstruc- 

tion if, meanwhile, it has indicated a 
willingness to accept the responsibil- 
ities of a creditor nation. We believe 
that the U. S. should exercise its influ- 
ence in this direction so as to restore 
export markets, particularly for Ameri- 
can agriculture, and arrest the trend 
toward world wide totalitarianism. 

Toward this end the Round Table be- 
lieves the U. S. should make two con- 
crete contributions. In the first place, 
it should make an offer to join with 
other powers in the reduction of com- 
petitive industrial tariffs, limited say to 
15 or 25 per cent; and, second, it should 
be willing to resume foreign lending. 

It cannot be assumed that once peace 
is restored world trade will again flow 
with comparative freedom. Unless 
some far-reaching economic reconstruc- 
tion program, supported by international 
loans, is worked out in advance, the 
cessation of hostilities will produce tre- 
mendous problems. 

Millions of demobilized soldiers will 
crowd into the labor market, and plants 
that previously produced munitions will 
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work long hours to produce cheap ex- 
ports. To rebuild foreign markets, 
belligerents might resort not only to 
poorly paid labor but to desperate 
measures of price control, export boun- 
ties, and exchange manipulation. “Aski” 
pounds and “Aski” francs might de- 
moralize competitive trading, as much 
as, if not more than, Aski marks. 

As a result of such developments, a 
foreign-trade situation that this country 
now regards as temporary could become 
chronic. If the U. S. remains indiffer- 
ent to world events, it may suddenly be 
confronted at the end of this war with 
a flood of cheap imports, while its ex- 
ports may be driven from foreign mar- 
kets. Not only will its war trade have 
disappeared, but its markets for or- 
dinary peacetime trade may also be lost. 

We believe that the welfare of the 
American people depends primarily 
upon a healthy domestic economy. 
Nevertheless, the international exchange 
of goods can assist in maintaining such 
an economy and in improving living 
standards. 

If the U. S. is to have a healthy for- 
eign trade and a healthy domestic econ- 
omy, it must be willing to receive goods 
and services in return for exports. In- 
deed as a creditor nation, it must be 
willing soon to have a passive balance 
of trade. In this sense, the U. S. must 
become import-minded. 


If the U. S. wants to maintain and 
develop a healthy foreign trade, it is 
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necessary to try to solve these problems 
raised by the balance of payments and 
wartime and postwar maladjustments. 
Although many measures depend upon 
the actions of other governments, there 
are certain things that the U. S. can do 
alone and at once. 

As the strongest neutral, the U. S. is 
in a position to restore a stable mone- 
tary system as the foundation of the 
world trade of the future and of post- 
war reconstruction. We believe, how- 
ever, that all doubt as to the future 
value of the dollar should be removed, 
that the power of the President further 
to devalue the dollar should be discon- 
tinued, and that the Treasury should 
exchange gold, in bars or in coin, at the 
rate of $35 an ounce in return for paper 
currency. 

The restoration of such a monetary 
system would make the dollar the one 
currency having an international stabil- 
ity derived from a fixed gold value, and 
would indicate to the world that the 
U.S. remains the stronghold of the free- 
enterprise system, intending to maintain 
it against all comers. 

We favor the normal and evolution- 
ary development of  inter-American 
trade. Whether inter-American trade 


gets under way depends, first, upon the 
willingness of the U. S. to increase 
Latin-American purchases; and second, 
upon the willingness of certain Latin- 
American governments to adopt a dif- 
ferent attitude toward American capital. 

Once the U. S. is willing to increase 
imports from Latin America, it should 
support loans for stabilization purposes 
and investments in that area. Never- 
theless, we do not believe that large- 
scale investments will take place in cer- 
tain countries until their attitude toward 
foreign capital is clarified. 

The improvement of economic rela- 
tions between the Americas depends 
upon a settlement of outstanding de- 
faults upon the basis of present capacity 
to pay; upon an equitable arrangement 
of, the Mexican and Bolivian expropria- 
tions; and upon an understanding that 
hereafter both North and Latin America 
will respect contracts. 

We recognize that so long as the 
present war exists, it will be difficult for 
the U. S. to make any general tariff 
reductions for the purpose of maintain- 
ing a proper balance between exports 
and imports. Nevertheless unilateral 
action in respect to many excessive 
duties on noncompetitive imports is 


possible. 


FACTORS IN THE BUSINESS OUTLOOK 


Monthly Report, The National City Bank of New York 


NTIL the recession reaches a defi- 

nite stopping place, fears that it 

will feed upon itself and spiral 
downward, with consumption contract- 
ing and buying reduced to a hand-to- 
mouth basis, will doubtless demand 
consideration. The pessimistic argu- 
ment is that inventories are large and 
that the new capital expenditures 
needed to maintain activity as present 
orders run out are not in sight. There 
is no disagreement as to the fact that 
inventories have increased, although 
most figures indicate that they have not 
climbed as high as the peak in 1937. 
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Probably, however, the inventories are 
not the most important element in the 
situation. If they prove to be trouble- 
some it will be not because of their size, 
but because the flow of trade is some- 
where impeded, new investment blocked, 
and business confidence upset again. 
The real question is what the policy will 
be toward maintaining inventories and 
commitments, and the attitude will be 
influenced by war and political develop- 
ments, as well as by the state of trade. 

Probably the concentration of capital 
goods orders which occurred last fall 
included business which was originally 
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intended for 1940, and thus leaves fewer 
new orders to be placed this spring. A 
major offset, however, is the increase in 
export trade. For the third successive 
month, merchandise exports in February 
were encouraging. They totaled $347,- 
000,000, an increase of 59 per cent over 
a year ago; and compared with the 
December-January level of $368,000,000 
each, the drop reflected only a shorter 
month. The continued high rate of 
shipments of metals and metal products, 
machinery, aircraft and chemicals is the 
encouraging element, since the future 
promise lies mainly in these groups, and 
the outlook for agricultural exports is 
not bright. At the rate of the past three 


months, exports for the year would total 
nearly $4,500,000,000, an increase of 
almost $1,300,000,000 over 1939. 

It is fair to say that the best hope 
of sustained capital expenditures is to 
be found in sustained trade, export or 
domestic. If trade holds up investment 
will be induced, prices supported, and 
good sized inventories carried. One of 
the strong points in the trade outlook 
is the fact that prices, living costs and 
industrial costs have not been raised 
dangerously, or the relations between 
them greatly disturbed. Productivity is 
high; and price relationships between 
farm and industrial products on the 
whole are better than before the war. 


BANKING AND THE FAIR LABOR STANDARDS ACT 


Bank Management Commission, Kansas Bankers Association 


(Nore: Following an extended investiga- 
tion of the experience of Kansas banks in 
their attempt to comply with the provisions 
of the Fair Labor Standards Act, the Bank 
Management Commission of the Kansas 
Bankers Association makes the following 
statement of their conclusions): 


ANSAS banks are making an 
honest effort to comply fully with 
the provisions of the Act as inter- 

preted to them by the Administrator. 
They are universally experiencing a 
substantial increase in operating costs 
with no compensating benefits accruing 
to their employes, while the public 
served by the banks is being seriously 
inconvenienced and annoyed. 

At the time of the passage of this Act 
the employes of Kansas banks were not 
required to work excessively long hours 
and the restriction of such hours by the 
provisions of the Act definitely inter- 
feres with the employes’ efforts to im- 
prove themselves in their profession and 
limits their opportunities for promotion, 
with no compensating increase in com- 
pensation. 

The highly technical character of 
bank work requires the employment of 
men and women far above the average 
in intelligence and ability and such em- 
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ployes have always received steady em- 
ployment without deduction from wages 
for sick leave or other necessary time 
off, including the vacation period. 

The wage scale in the industry is and 
has been substantially in excess of the 
minimum hourly wage set by the Act. 
Employes of Kansas banks are prac- 
tically unanimous in their opinion that 
the operations of the Fair Labor Stand- 
ards Act is detrimental and harmful to 
their best interests. 

In order to comply with the provi- 
sions of the Act with respect to hours, 
it has been necessary for Kansas banks 
to shorten the work day within which 
the public may transact its business. 
When the effective date for the forty 
hour week is reached, it is probable 
further shortening of such day will be 
necessary with many banks. We feel 
that our customers are now being seri- 
ously inconvenienced and that the fur- 
ther shortening of hours will result in 
serious hardships in many instances. 


Since our experience has so clearl) 
shown that the peculiar character of our 
business does not permit us to operate 
under the provisions of this Act in such 
a fashion as to best serve our customers 
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and since the provisions of the Act do 
not benefit but rather harm the em- 
ployes themselves, it is urged by the 
Bank Management Commission that the 
officers of our association use every 


means possible to impress upon Con- 
gress the desirability of amending the 
Fair Labor Standards Act in such a 
fashion as to remove the business of 
banking from its provisions. 


ONLY ABNORMAL GAINS LOST 


Business Bulletin, LaSalle Extension University, Chicago, Illinois 


HE best way to get a good general 
I jee ens of the present situa- 
tion is to consider the trend in a 
broad, representative index that covers 
the basic activities of manufacturing, 
mining, and construction. An example 
is the LaSalle Index of Business Activ- 
ity. This index dropped from 121 in 
Vecember to 110 in February. The pre- 
liminary estimate for March is 104, and 
for April it probably will be one or 
two points lower. In April, 1939, it 
was 97 and at that level was close to 
the low of the year. Business today 
is about 5 per cent ahead of a year ago. 
These figures are based on_ the 
monthly average of the last three years, 
1937-39, and are adjusted for the usual 
seasonal changes. A part of the drop 
in the adjusted figures this year is due 
to the fact that production during the 
last three months has not increased as 
it usually does. 
The index for March was only a few 
points higher than the level of last 
August, just before the abnormal spurt 


which began with the outbreak of war. 
By the end of April that advance will 
be entirely wiped out and business ac- 
tivity will be back to the rate which was 
achieved by the steady progress in the 
second and third quarters of last year. 

The position of several of the most 
important business indicators then will 
be similar to what they usually have 
been when business is ready to move 
ahead. Unless conditions become more 
disturbing than now expected, business 
is looking forward to at least a slow, 
moderate recovery. That recovery prob- 
ably will start from a point not far be- 
low the present rate of activity. 

The movement of trade and indus- 
try, this year, is following a course 
quite similar to that in each of the last 
two years. In 1938 and in 1939, busi- 
ness declined for the first four or five 
months. Then it turned upward, and 
in the last half of the year activity was 
significantly higher than at the begin- 
ning. Many executives are expecting 
the trade to follow somewhat the same 
movement during most of this year. 


BUSINESS ACTION AWAITS EVENTS 


Business Bulletin, The Cleveland 


AR developments again re- 

emphasize the fact that under 

present circumstances there can 
be no confident forecasting of business 
conditions. Without the slightest warn- 
ing the long-awaited spring offensive 
got under way with the invasion of Den- 
mark and Norway by Germany. It was 
truly a sample of lightning war, for the 
capital cities and all the important mili- 
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Trust Company, Cleveland, Ohio 


tary points in both countries were taken 
within the first eighteen hours. Through- 
out the world there immediately took 
place wide fluctuations in security and 
commodity prices, and in the quotations 
of foreign exchange. 

It seems wholly probable that this 
first breaking of the stalemate which 
resulted in a war that was really all 
quiet on the western front will be fol- 
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lowed by further extensions of active 
hostilities. Probably that will mean 
that the demands for our exports will 
be further increased, and the movements 
of our shipping progressively curtailed, 
and our imports of gold still more 
greatly augmented, but even such ap- 
parently obvious inferences as these may 
be erroneous. 

There is one phase of the existing 
situation which is becoming increas- 
ingly clear. It is that the sudden and 
unpredictable changes which character- 
ize the war abroad, and the ambiguous 
slow developments in the political situa- 
tion in this country, combine to make 
business sentiment cautious and _hesi- 
tant. Prevailing conditions incline 
business men toward the postponement 
of decisions and actions, for everyone 


knows that both politics and the war 
will greatly influence business conditions 
and prospects, but no one knows when 
or how. 

Business activity has continued its 
quiet slowing down during the past 
month, but nevertheless there are some 
large and important industries that are 
prosperous. Among these active lines 
are the automotive industries, machine 
tools, chemicals, ship building, electri- 
cal equipment, and aircraft. Mean- 
while there are few security issues sold 
to raise new capital, and little prospect 
that there will be many until there is 
increased visibility of future prospects. 
For similar reasons there is relatively 
little new governmental, commercial, or 
industrial construction. Great events 
are in the making, but business action 
awaits the development of their identity. 


May we send you a copy— 


How to Obtain 


Bank 


Costs 


By E. S. Woo.LLey 


“We started an analysis of our bank 
(which we had been wanting to do for 


some time) and 


after discussing it with 


some of my associates we felt that your 


formula 


is the best that we 
able to procure and because of the 


have been 
sim- 


plicity and the fullness with which all of 
the details were covered we decided to 
follow the outline given in your book.” 


L. W. BISHOP, Comptroller, 


State-Planters Bank & Trust Co., 


Richmond, Va. 


Bankers Publishing Company 
465 Main St., Cambridge, Mass. 
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VIEWS 


Recent speeches given before national, regional or state groups—digested or 


excerpted for your convenience. 


HOW BANKS CAN AID AGRICULTURE 
By T. B. Strain 


President, Continental National Bank, Lincoln, Nebraska 


T is my firm conviction that the 
| banking fraternity can render in- 

valuable service to the country 
along the following lines: 


First, encourage land investment to 
practical farmers and take distressed 
foreign-operated land off the market. 


Second, encourage study of soils and 
water supplies. The County Agency 
System is in operation over most of the 
country. Their activities should be 
entirely free from politics and we 
should advocate financial support for 
their activities. I am convinced that 
they can be a very constructive force in 
this program of rehabilitation, and I 
know that they are more than anxious 
to work with any agency that will show 
an interest. 


Third, as bankers we must encourage 
and finance a three to four seasonal 
operation on the farm. 

Our agricultural colleges are teach- 
ing the values of livestock, pasture and 
forage programs. The Production 
Credit Association and the Farm Secur- 
ity Administration have been successful. 
by reason of very thorough check-ups 
through questionnaires, and by forcing 
the farmer to the use of a complete 
budget setup and a system of account- 
ing. Funds are then loaned for a period 
of from three to five years, rather than 
from season to season. Unless we are 
to end up with “barnyard” loans of 
doubtful character, we too must educate 
ourselves along these lines, and then 
lend assistance.—From an address at 
the Denver ABA Regional Conference. 


THE COUNTRY BANKER’S RESPONSIBILITY 


By K. J. McDonatp 


President, Iowa Trust and Savings Bank, Estherville, Iowa 


E country bankers have a respon- 
sibility to our customers, our 
communities and ourselves. Not 

in the actual work and science of farm- 
ing, but in agricultural financing, an 
obligation that by reason of our rela- 
tionship to our customers goes further 
than the mere lending of money. 

The object of every rural banker 
should be to maintain records for 
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analysis which will enable him to look 
far enough into the future that he can 
recognize a condition before it mate- 
rializes, and on recognizing it can in- 
telligently consult and point out to the 
customer that condition, giving the cus- 
tomer an opportunity of correcting the 
cause without in the meantime jeopard- 
izing the bank’s position or the cus- 
tomer’s. For many customers this will 
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mean the difference between failure and 
success, for some it will mean seeking 
financing elsewhere, for a few it will 
mean quitting farming before losing all 
their equities. The country banker does 
have a responsibility to see to it that 
his customers do make progress. Un- 
fortunately, human nature is such that 
progress cannot always be expanded to 
mean “success.” 

The lot of a country banker is not an 
easy one. The details of his duties are 
so numerous that, like the trees in the 
forest they often obstruct his views and 
his aims. A solution to the problem of 
increased avenues of earnings for rural 
bankers is not in the intriguing haze of 
bond investments, nor is it to be realized 
from an envious attitude in the reclining 
position of a swivel chair. 

Those avenues of earnings are open 


in our own back yard, but they require 
more intimate knowledge of our own 
customers through more detailed record 
keeping, comparison and loan servicing. 
I say this to a group of men who in my 
opinion are the hardest working and 
most conscientious in our whole bank- 
ing fraternity. I say it to a group of 
bankers who are closer to their custom- 
ers than any others. I know the respect 
that the rural banker has for farming 
and for his customers. I know his en- 
during desire to help his customers 
better themselves. I know these things, 
for I, too, am a country banker. The 
solution to our problems of increased 
earnings lies in the hard work and effort 
of intelligently developing the resources 
and opportunities in our own com- 
munities—From an address at recent 
Denver ABA Regional Conference. 


RESEARCH ATTITUDE IS ESSENTIAL 


By Witiiam A. McDONNELL 


Executive Vice President, Commercial National Bank, Little Rock, Arkansas 


F we would know our banks, we must 
maintain constantly the research 
attitude of mind. While retaining 

the foundations of honesty and fidelity 
upon which our banking house is built, 
we must be constantly improving the 
outward forms of the structure. 

As I see it, the greatest responsibility 
of the American banking profession is 
to preserve for the American people 
our dual system of independent bank- 
ing, and this for the simple reason that 
it is one of the greatest safeguards of 
our democratic form of government. 
Destroy it, and you destroy our form of 
government itself. In the struggle now 
going on all over the world, in the clash 
of ideologies, in the assaults upon 
democracy in every form, our part as 
American bankers is to defend democ- 
racy in our own field by protecting our 
dual system of independent unit bank- 
ing. 

There is but one way: By constantly 
improving our services to the public, 
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to the end that our system of banking 
will neither require nor tempt the lay- 
ing on of other hands, less able to im- 
prove and less interested in preserving 
our system. 

A great deal has been said in the last 
seven years about public relations. The 
expression “take the mystery out of 
banking” has been preached about so 
often that it has become almost hack- 
neyed. We must know our public and 
thereby let it know us. Bankers are 
logical leaders in any community and 
it is their duty to assume that leader- 
ship in civic affairs. One of the best 
ways to take the mystery out of banking 
is for the bankers to prove that they 
have community interests similar to 
those of our fellow citizens. 

It is obvious that with 14,532 sep- 
arate banking units no two of which are 
managed by the same group of people, 
and with forty-eight states and the Fed- 
eral Government chartering banks and 
making laws concerning banks, a chaotic 


THE BANKERS MAGAZINE for May, 1940 





difference in banking laws and banking 
practices would exist if it were not for 
a high degree of voluntary codperation 
between the various chartering and 
supervising authorities on the one hand 
and between the’ 14,532 sets of indi- 
vidual management on the other. In 
other words, we must achieve by codop- 
eration what is attained under more 
highly centralized systems of banking 
hy executive order or legislative act. 

Due to permanent changes in distribu- 
tion and transportation methods, com- 
mercial loans in the volume we once 
knew have for the time being, if not 
permanently, disappeared. Certainly 
the alert banker is interested in knowing 
where and how he is going to lend his 
hank’s money when it has become 
apparent that he can no longer lend it 
in the way he has been doing. The 
hanker who really knows his bank these 
days is constantly endeavoring to de- 
velop new fields for the extension of 
sound credits. 

Probably the most satisfactory knowl- 
edge a bank executive can have concern- 
ing his institution is that which is re- 


flected to him each day, or at least each 
month, from a sound accrual system. 
Fortunately the operation of a bank 
lends itself more readily to the accurate 
accrual of income, expense, and profits 
than any other form of business. 

New factors have entered into bank 
costs in the past seven years: FDIC in- 
surance premiums, higher income taxes, 
Social Security taxes, Unemployment 
Compensation taxes, and increased ex- 
penses resulting from the Wages and 
Hours law. In addition to these, in 
many states there are others, such as 
sales taxes, and other forms of excise 
taxes. If we have not re-figured our 
costs since 1933, the time is ripe for 
another computation. 

If we are to make these changes our- 
selves, rather than have them imposed 
upon us, we must know our personnel, 
our bookkeeping, our costs, our credits 
and our credit opportunities, our public, 
and our fellow-bankers. All of this adds 
up to the amazingly simple conclusion: 
We must know our business.—From an 
address at the recent Denver ABA Re- 
gional Conference. 


BANKS CAN MEET PCA COMPETITION 


By Harry A. BRYANT 
President, Parsons Commercial Bank, Parsons, Kansas 


T is true that the Production Credit 
Association has some advantages 
over banks in that it does not have 

to be concerned about adequate re- 
serves, about attracting deposits in 
order to have money to lend, about taxes 
to be paid and the many problems that 
are bothering bankers today, and they 
make loans for a longer period than 
banks have been making them. 

On the other hand, if we meet the 
rate as stated we have many advantages 
to offer that the Production Credit 
\ssociations do not have. In many 
cases, their requirements are technical; 
the borrower must buy stock in their 
association; they have inspection fees 
that are expensive; they do not offer, 
as yet at least, any of the customary 
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banking services, except the lending of 


money. Most borrowers, at times at 
least, require small advances to enable 
them to feed out their stock or to har- 
vest their crop. These associations are 
not in a position to handle this kind of 
business and sooner or later the bor- 
rowers are going to realize this. Then 
besides, banks have the advantage of a 
long acquaintance with their customers 
and if our public relations have been 
good, we have a decided advantage over 
a mere agent for the Production Credit 
Association. 

The average bank has a force of 
eight or ten employes, has a board of 
directors and many loyal borrowers and 
if, with the proper schooling and effort, 
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we are unable to hold this business, 
then we deserve to lose it. In some 
cases, the associations act as a sort of 
financial guardian for the borrower; 
they make up their budget for a period 
of three years or more and dole out 
the money as needed. I doubt if bank- 
ers can or should attempt to act in such 
a capacity or take on loans that require 
such treatment. As far as I am con- 
cerned, these governmental agencies can 
act as a financial “wet nurse” for lame 
duck borrowers of this kind. 

I am confident the desirable loans 
that have gone to the Production Credit 
Associations can be recaptured, pro- 
vided again that we meet the rate and 
go after these desirable loans as strongly 
as they went after them to get them 
away from us. 


You must agree that we have a duty 
to perform.. You must agree that we 
must lend money, if we are going to 
stay in the banking business. You must 
agree that we should make only those 
loans that are desirable for a bank to 
make and by so doing, keep our banks 
in a clean, healthy condition. 

I believe we are going to profit by 
our past experience to the extent that 
we shall do a better job than we have 
been doing in serving the public and 
in meeting the legitimate credit needs 
of this country, and that in time we shall 
demonstrate that the agencies created 
by the Federal Government are no 
longer necessary in order to finance the 
legitimate credit requirements of this 
country.—From an address before the 


Denver ABA Regional Conference. 


RESEARCH AND ANALYSIS AS BANKING AIDS 


By Maurice BREIDENTHAL 
President, Security National Bank, Kansas City, Kansas 


UBLIC acceptance of banking is 

determined by group results and 

group behavior and not by results 
obtained or the behavior of each indi- 
vidual bank. The future of the inde- 
pendent unit bank will not be decided 
in Washington, but by you and me in 
our home towns. It will depend upon 
two things—whether you make your 
bank indispensable to your community 
and whether you are able to do this and 
at the same time operate your small 
unit at a profit. The attainment of this 
result calls for alertness and constant 
research and analysis in banking 
methods. 

There is no magic in the words re- 
search and analysis. Of themselves they 
will not perform any miracles for your 
bank, even in this day of kaleidoscopic 
changes in our former economic be- 
liefs. By means of research and an- 
alysis, however, it is possible for us to 
develop facts and assemble information 
on sound operating policies which if 
mixed with a little ordinary common 
sense and applied in a selective way to 
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your bank and your community will 
produce profitable results. 

In Kansas, we asked our bankers for 
complete reports of their operating in- 
come and operating expenses. We have 
been doing this for several years and it 
has given us the facts to study and has 
enabled us to make suggestions and 
recommendations. Armed with this in- 
formation we have taken our bankers 
to school—or we took the school to the 
bankers—because for five years we have 
been holding “clinic” meetings each 
year in twelve to fifteen places through 
out the state. Two-thirds of our banks 
have been represented at these clinics 
and an average of about 1,000 bank offi- 
cers have been in attendance each year. 

‘At these clinics we have been teach- 
ing not the three R’s, but the three P’s 
of banking—personnel, program and 
performance. To be successful a bank 
must have a personality the same as an 
individual. The type of this personal- 
ity depends upon personnel. The 
selection of associates is, therefore, first 
and foremost. 
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Having the right personnel, it is 
necessary to have a program. First on 
this program is budgetary control, abso- 
lutely essential in every bank regardless 
of its size, a method by which you can 
determine in advance, within certain 
limits. the year’s operation. Next, a 
proper schedule of uniform service 
charges, impartially applied, so as to be 
fair to every customer as well as to the 
hank, is necessary. Determination of 
the rate of interest to be paid on time 
and savings deposits, in line with your 


ability to resell the use of these funds 
at a profit is required, as well as a 
survey and exploration of the credit 
needs of your community, including all 
types of so-called consumer credit loans. 

The driving power that makes the 
program effective is performance. This 
requires aggressive, energetic manage- 
ment that makes the fullest use of per- 
sonnel and a realization that there is a 
selling job to be done.—From an ad- 
dress before the Denver ABA Regional 
Conference. 


BANKERS’ PUBLIC EDUCATION RESPONSIBILITIES 


By WeENDELL M. Smoot 
Vice President and Cashier, Utah State National Bank, Salt Lake City, Utah 


E are to blame for the public 

misunderstanding of the prob- 

lems of banking to this extent— 
we have withheld from our depositors 
and the general public a more factual 
view of our character and operations. 
We have at the same time permitted 
prejudice and misinformation to influ- 
ence the public without refutation. No 
business the size of ours and having 
the responsibility of the public welfare 
so closely tied into our operations as 
we do, should avoid a definite public 
relations policy. 

To most depositors banks are living 
things, radiating the personality and the 
ability of the management and _ per- 
sonnel, There is no denying that this 
factor plays a major part in attracting 
and keeping customers. The depositors 
are our friends. It is self-evident that 
they trust us. They consider the bank 
their bank and often justly wonder why 
we have not taken them into our coun- 
sel. If we are to allay the feeling of 


distrust, to assist ourselves in solving 
our mutual problems as well as promote 
thrift, we must take them more into our 


confidence. We know there is no mys- 
tery in banking, but do they? Tell 
them of your efforts to make loans and 
the unnecessary encroachment of others 
in the field of your investment. Tell 
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them of the causes bringing about low 
earnings and the effect these conditions 
have upon their bank and their deposits. 


Continue your educational work of 
promoting thrift as only you can do. 
This is no preachment; it has already 
been tried and found effective. In those 
known instances where it has been tried, 
not one bank failed to receive favorable 
general depositor reaction. 


Transcending somewhat in import- 
ance our immediate relations with the 
depositor is the ultimate value his 
money will have in the future and the 
effect it has on our national welfare. 
In accepting the people’s savings we 
are under sacred duty to protect its 
value insofar as we humanly can. We 
as bankers cannot do this alone. We 
must arouse our depositors and the gen- 
eral public to a more thorough under- 
standing of economics and_ banking. 
Your national association is very ably 
showing the way. 

Significant of this need was a state- 
ment in our daily papers a short while 
ago coming from Senator Carter Glass 
of Virginia in which he said, “People 
like to spend money too well—espe- 
cially when they are spending other 
people’s money.” What a contrast to 
the practice of our forefathers! What 
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a lack of control of those qualities which 
made us a great nation—those of indus- 
try, self-reliance and thrift! 

We savings bankers as the custodians 
of the “other people’s money” must be 
concerned with its use. It was earned 
ihrough the hard effort and industry of 
the thrifty, self-reliant citizens of our 
nation and is being spent without due 
regard for the welfare of all by those 
who disregard the natural laws which 
govern our existence. The public wel- 


fare shouid be above personalities, 
cliques, or political parties. Un- 
doubtedly that of which the Senator 
spoke has been brought about by mis- 
guided and probably misunderstood 
paternalism. No recriminations are 
necessary. The blame, if any there be, 
rests with all of us as a people, but 
what we should strive to know is the 
cause and remove it.—From an address 
at the Denver ABA Regional Con- 
ference. 


REDUCED WORKING HOURS REQUIRE MODERN METHODS 


By Ernest S. WooLiey 
Director of Banking Installations, George S. May Company, New York 


HE reduction of work hours has 

been a growing public demand 

for decades. No political party 
was responsible for this demand and 
no political party can silence it. 

As a matter of fact bankers in gen- 
eral have been and still are pioneers in 
this demand and have largely been 
responsible for creating it. Even now 
they are pioneering in Saturday clos- 
ings which will sooner or later spread 
to all business and will result in two 
non-work days per week instead of one. 


As pioneers in the movement, they 
have an obligation to adjust the affairs 
of their individual institutions to meet 
it. Here they are faced with the prac- 
tical problem of decreasing productive 
time without increasing costs. There 
are two less productive man-hours per 
week this year than there were last, and 
there will be two less productive man- 
hours next year than there are this. 
This means that if there are 100 em- 
ployes on the payroll there will be 200 
less productive hours per week, or 
about 10,000 less productive hours this 
year than last with a further reduction 
of another 10,000 next year. 


This reduction of productive time 
will in most cases increase production 


costs. The extent, however, to which it 
will increase actual dollar costs depends 
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on how operating conditions are ad- 
justed to meet it. If these operating 
methods are allowed to remain much as 
they were 40 years ago the increase in 
dollar costs will be considerable. If, 
on the other hand, modern methods are 
used, these costs may actually be de- 
creased. 

Check activity for the banks of the 
country as a whole is about five times 
what it was twenty years ago. Through 
the installment repayment loan depart- 
ments they are not only greatly increas- 
ing their lending activity but are mul- 
tiplying the number of notes handled 
per $1,000 of loans by many times. In 
fact, in every department of banking 
they are appealing for volume business. 
Banking is no longer a business that 
serves only a few. It has enlarged its 
field to serve the many. In order to 
do this successfully, however, the indi- 
vidual units must gear their operations 
to meet this ever-increasing volume in 
the face of declining work hours. 

Unnecessary operating peaks, the 
duplication of clerical work so in 
vogue in the bookkeeping systems of 
the 90’s, antiquated pen and_ ink 
records which make duplication neces- 
sary in many cases, all must be elim- 
inated as far as possible-—From an ad- 
dress before the recent ABA Eastern 


Regional. Conjerence. 
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CULTIVATE EMPLOYE ENTHUSIASM 


By Wituiam Z. Hayes 
Active Vice President, Republic National Bank, Dallas, Texas 


SUCCESSFUL bank is, among other 
A things, a well selected, smoothly 

functioning personnel—oflicers and 
employes. It may have ample capital; 
it may have a distinguished directorate; 
it may have every modern feature in 
housing and equipment, and it may be 
officered with rare ability. But the pub- 
lic at large knows the bank mainly by 
its contact with employes. A bank is 
largely what its employes make it. Em- 
ployes are the custodians of the bank’s 
cood will, even to a degree, its des- 
tiny. Therefore bank management is 
deeply concerned in developing em- 
ployes, in securing their enthusiastic 
cooperation. 

We know now that banks are not run 
by machinery but by brains, enthusiasm, 
initiative, industry and teamwork. And 
that is what the far-sighted banker 
looks for all down the line. 

Every employe must be well informed 
as to the scope of the bank’s services. 
Officers do not always realize the in- 
fluence employes have among. their 
friends and acquaintances outside the 
bank. Hardly a day goes by that an 
employe, in his contact with the bank’s 
patrons, should not be able to introduce 
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a prospect to some department other 
than his own. 

The mode of developing such codp- 
eration is a matter for thought and 
study. There must be inculcated the 
incentive for becoming a representative 
of the interest of the whole bank, thus 
extending the employe’s horizon beyond 
the limits of the department in which 
he lives and labors and thinks. 

The hardships of our customers dur- 
ing the past few years, with their many 
business failures and unemployment, 
have shown very clearly something 
which we already knew but evidently 
had not sufficient cause to consider and 
take in account. We must realize that 
human, breathing people, who at times 
are worried, confused and apprehensive, 
are the main subjects with whom we 
deal. Of course, we run our banks on 
the basis of statistics and figures; but 
merely our clerical operations indicate 
only in a very limited manner our 
accomplishments. Figures and statistics 
alone do not move or direct our work 
nor minister to the wants of real people. 
Humanity is the great question with 
which we have to deal.—From an ad- 
dress at the recent Denver ABA Re- 
gional Conference. 
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ADVERTISING and 
PUBLIC RELATIONS 


Recent developments in bank advertising and public relations work 


“EYE-CATCHERS” 


These bank ad heads caught our 
eye and made us read the ad. How 
about you? 


Tonic for Ailing Homes 
—Valley National Bank, Phoe- 


nix, Arizona. 


From Babies to Bridgework! 


—The Citizens and Southern 
National Bank, Atlanta, Ga. 


Fat for Your Pocketbook. ... 
—Florida National Bank, Jack- 


sonville, Florida. 


We’re Putting Ourselves 
In Your Shoes 
—Jackson-State National Bank, 
Jackson, Mississippi. 


*‘Rebellion to Tyrants 
Is Obedience to God’’ 
—St. Louis Union Trust Com- 
pany, St. Louis, Mo. 


**Speaking of Banks’’ 


“Speaking of banks—I learned some- 
thing today that really opened my 
eyes,” is the caption of a recent First 
Wisconsin National Bank, Milwaukee, 
newspaper ad. Illustrated with a view 
of a cozy family group in conversation, 
copy continues: 

“Maybe I haven’t kept up with the 
times, but I learned today that banks 


certainly have! Frankly, I didn't 
realize how much commercial banks are 
doing to help solve the everyday money 
problems of ‘everyday people’ like us. 
It really opened my eyes to learn that 
even the biggest banks are offering new 
personal credit services to meet the 
needs of the average family. Take the 
First Wisconsin, for example. . . .” 

Which leads smoothly and naturally 
into a description of the various loan 
plans offered by the bank: loans for 
homes, automobile financing, personal 
loans, loans on life insurance, financing 
insurance premiums, and modernization 
loans. 

Another First Wisconsin move in 
merchandising its consumer credit serv- 
ices is the mailing of sixty thousand 
letters, enclosing copies of an eight- 
page, two-color booklet “The Time- 
Credit Way to Solve Personal and Fam- 
ily Money Problems;” and _ twenty 
thousand copies of a twelve-page, two- 
color booklet “Here’s the Thrifty Way 
to Buy a Car on Time.” 


Church Recognition 


Giving public recognition to the church 
as a powerful influence for the good of 
the community, a recent newspaper ad- 
vertisement of the First National Bank, 
Mount Vernon, New York, read, in 
part: 

“From its earliest days, Mount Ver- 
non has been fortunate to have churches 
of several denominations. People of 
many faiths have been attracted to 
Mount Vernon by this opportunity to 
worship according to the dictates of 
their hearts. Mount Vernon’s Places of 


Worship—the Catholic, the Jewish, the 
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Protestant—have all contributed both 
spiritually and socially to making 
Mount Vernon a better place in which 
to live and to raise one’s family.” 


Financing Doctor Bills 


To publicize its arrangement for 
financing doctor bills, the State-Planters 
Bank and Trust Company, Richmond, 
Virginia, recently utilized the following 
effective letter: 

“Enclosed is a very short magazine 
article concerning a subject in which 
most all doctors are interested at one 
time or another. Perhaps it holds some 
suggestion which might prove helpful 
io you. 

“We have a plan for financing doc- 
ior’s bills which has a real appeal for 
your patients. One outstanding advan- 
iage is the low cost. For instance, at 
our bank, the only cost of a $500 loan 
repayable in twelve monthly install- 
ments is $22.50. This is on a 414 per 
cent discount basis. A $300 loan repay- 
able in the same manner costs only $15, 
or 5 per cent of the face amount of the 
note. Other amounts are available for 
shorter and longer periods of time at 
costs depending on the sum borrowed. 

“As you run across cases wherein 
both you and the patient will benefit by 
having the latter finance his bill 
through the bank, won’t you remember 
our plan? You will find that our low 
rates make an excellent talking point in 
suggesting this procedure to your 
patients.” 


Enclosed with each letter was a re- 
print of a recent article “How Are Col- 
lections?” by John H. Nesson, D. M. D., 
which appeared in Oral Hygiene. This 
article discussed bank plans for financ- 
ing doctor bills, and suggested proper 
procedure for doctors to use in urging 
their patients to utilize such plans. 


*‘Test for Yourself’’ 


“Test for Yourself the First Na- 
tional’s Readiness to Make Loans” is 
the invitation offered, in a recent news- 
paper ad, by the First National Bank, 
Atlanta, Ga. A box calls attention to 
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the fact that “On June 30, 1939 (latest 
available figures) banks of the U. S. 
were lending $21,621,432,907.21.” 


Mullaney Promoted 
Joseph A. Mullaney, who has ably 


handled advertising of the Federation 
Bank and Trust Company, New York 
City, for the past two years, was 
recently promoted to assistant secre- 
tary of that institution. 


Novel Anniversary Ad 


A new and interesting approach in 
anniversary advertising was taken re- 
cently when The Boonton National 
Bank, Boonton, New Jersey, publicized 
its Golden Anniversary by carrying a 
newspaper ad headed: “Was William 
Grubb or George Harris First?” Copy 
read: 

“Monday, April 7, 1890, the Boonton 
National Bank first opened its doors to 
serve the people of Boonton and its 
neighboring communities. The previous 
Saturday, before he left on a business 
trip, William Grubb asked to deposit 
some checks. Bright and early on the 
opening day, in walked George Harris, 
prepared to start the first account. 

“So there always has been some doubt 
as to which one was actually the first! 
From these two first accounts, the Boon- 
ton National Bank has grown steadily 
through the years, serving today 6,425 
depositors in a community of 7,200 
population. And included are descend- 
ants of both William Grubb and George 
Harris! 

“To all, the Boonton National Bank, 
on its Golden Anniversary, wishes to 
express its sincere appreciation for the 
confidence and good will this institu- 
tion has enjoyed these past 50 years.” 


Gold Medal Letters 


The Dartnell Corporation, Chicago, 
recently announced the names of twenty 
executives to whom they have awarded 
gold medals for writing the best busi- 
ness letters of the year. Thousands of 
letters are submitted by business organ- 
izations of all kinds every year in this 
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IF ALOAN CAN SOLVE 
YOUR PROBLEM 


.. USE THE FIDELITY UNION PLAN 


A PERSONALIZED LOAN 
SERVICE 


Loans Granted Without Co-Makers 


ne 
With Co-Makers or With Collateral 


5 
Come 


FIDELITY UNION TRUST yy me 


A clear, to-the-point personal loan 

newspaper advertisement recently 

carried by the Fidelity Union Trust 
Company, Newark, New Jersey. 


' 


annual contest which is designed to 
raise the standards of business letter 
writing in the United States. Only 
financial institution included in the 1940 
awards was The Metropolitan Savings 
and Loan Company, Youngstown, Ohio 
—the award going to Ray M. Thomp- 
son, The Thompson Advertising Agency, 
Youngstown, who wrote the copy. 


Meeh Heads Local Optimists 


Erwin O. Meeh, assistant cashier of 
the Irvington National Bank, Irvington, 
New Jersey, and in charge of that bank’s 
advertising, was recently elected presi- 
dent of the Irvington Optimist Club. 


Bowling Match Publicity 


Columns of publicity in local news- 
papers, and a keen community interest 
were results of the bowling match be- 
tween Irvington National Bank (Irving- 
ton, New Jersey) and the Irvington Po- 
lice Department recently. The match 
grew out of a battle twenty-five years 
ago between the bankers and the police. 
Records recently brought to light dis- 
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closed that the police defeated the bank 
team in the quarter of a century old 
match, and bank president Roy A. 
Hitchings decided that revenge was long 
overdue. Accordingly, a challenge was 
issued, publicity was given the match by 
Irvington National’s publicity manager, 
Irwin O. Meeh, and the teams clashed 
at the local Elks’ Club. Result? Two 
games to one, in favor of the bankers. 
The balanced account was placed back 
in the archives, perhaps for another 
twenty-five years. 


Sales Drive Codperation 


A 24 per cent increase in equipment 
loans on electric refrigerators during the 
first two weeks, and a 72 per cent in- 
crease during the second two-week 
period were the results of recent co- 
operation by the Valley National Bank, 
Phoenix, Arizona, with the local light 
and power company in an _ intensive 
sales campaign built around the theme 
“An electric refrigerator pays for it- 
self.” In addition, many new dealer 
contacts were made, promising a con- 
tinued increase in loans for the future 
—not only in electric refrigerators, but 
also in other types of household equip- 
ment. 

Financing the purchase of refrig- 
erators was, of course, the principal 
role played in the campaign by the 
bank, but it did much more than simply 
take over equipment contracts from par- 
ticipating dealers. At a sales meeting 
attended by distributors, dealers, and 
the power company’s salesmen, Car! 
Bimson, vice-president and manager of 
the bank’s instalment loan department, 
explained the bank’s finance plan, un- 
der which refrigerators were to be sold, 
and described the codperative advertis- 
ing planned by the bank. His talk was 
dramatized by a huge reproduction (see 
accompanying cut) of the two-color, 
illustrated folder sent by the bank to a 
mailing list furnished by the light and 
power company. 

‘Make a Wish for Better Living,” the 
folder suggested—and inviting copy and 
attractive illustrations explained how 
this wish could be realized through the 
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Carl Bimson, vice-president of the Valley National Bank, Phoenix, Arizona, 

and manager of its instalment loan department, shows a “blow-up” of the 

mailing piece sent out by his bank in co-operation with the local light and 

power company’s sales campaign on electric refrigerators. The occasion was 
the sales meeting which set off a six weeks’ drive. 


bank’s plan. Various pieces of house- 
hold equipment in addition to refrig- 
erators were mentioned or illustrated in 
the folder (washer, ironer, furniture, 
hot water tank, etc.). 

No cash down payment was required 
on electric refrigerators during the 
sales drive, old equipment being ac- 
cepted as sufficient. Where a dealer 
had an opportunity to sell a combina- 
tion of items, a down payment equiva- 
lent to 5 per cent was required on other 
equipment. Codperating dealers were 
supplied with rate charts showing terms 
on which equipment was to be sold. 
Maximum maturities under the Valley 
National’s finance plan are 30 months, 
with a $4.50 minimum monthly pay- 
ment. Dealers are freed of liability 
after the purchaser has made four pay- 
ments, with the following provisions: 
(1) customer must make payments him- 
self with no assistance from dealer; (2) 
dealer is responsible for providing and 
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maintaining service on refrigerators in 
accordance with factory guarantee; (3) 
first four payments must have been 
made within less than 30 days of due 
date, otherwise dealer’s liability con- 
tinues to maturity of contract; (4) the 
dealer, at the bank’s request but at his 
own expense, must repossess the goods 
under contract by the bank and on which 
the buyer has defaulted, and deliver the 
goods to the bank or its nominee at 
such place as may be designated by the 
bank. All contracts, of course, are sub- 
ject to the bank’s final approval. 


Statement Advertising 


Frequently overlooked by bankers is 
the opportunity to utilize statements of 
condition as advertising and public re- 
lations media. Since these statements 
generally reach customers and the gen- 
eral public as well as stockholders, they 
offer an excellent means of getting 
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across various messages regarding the 
bank and its services. 

Of equal interest is the fact that they 
provide a most economical way of get- 
ting such messages across. Since the 
statements are to be issued anyway, 
room for a sales or educational story 
is merely a matter of rearranging the 
layout of the folder. 

An especially interesting example of 
the use of sales and good will messages 
in the quarterly statement is the one re- 
cently issued by The First National 
Bank at Orlando, Florida. Utilizing the 
new Kodachrome film process, the bank 
livened up the front cover with a full 
color reproduction of a typical Orlando 
home. In addition to presenting the 
usual statement of condition figures, two 
pages were devoted to the theme “Grow- 
ing Up With a Growing City.” Copy 
included twenty year comparisons of 
Orlando’s growth in population, num- 
ber of telephones in use, electric meters, 
etc. Attention was also drawn, through 
pictorial graphs, to the bank’s growth 
in total resources and number of ac- 
counts since its organization in 1934, 

The Central National Bank of Cleve- 
land, Ohio, devotes an eight by fifteen 


inch double fold page of its recent state- 
ment to a cut-away drawing of its main 
office building, showing location of the 
various departments, and giving a de- 


scription of the “Administration of 
Bank Business According to Classifica- 
tions.” 

The State National Bank of Tex- 
arkana, Arkansas, utilized its recent 
statement to set forth its creed: “To be 
useful. To maintain high ideals in the 
business of banking. To make tomor- 
row’s service better, as the result of to- 
day’s experience. To render to every 
depositor our best service. To handle 
every financial transaction intrusted to 
us with the same precision and care as 
though it were our own. To increase 
our circle of friends. The success of 
our creed is evidenced by your friend- 
ship.” 

The First National Bank, Palm Beach, 
Florida, sets forth in detail its trust, 


travel, personal checking account, per- 
sonal loan, and storage warehouse fa- 
cilities in addition to its statement of 
condition. 


Setting forth the principles of sound 
banking, the First National Bank and 
Trust Company, La Port, Indiana, car- 
ries the following statement message: 
“Fundamentally the principles of sound 
banking do not change. While the first 
obligation of any bank is to conserve 
the wealth of the community, the real 
test of any institution is the contribu- 
tion it makes toward developing the 
prosperity of its customers.” 


These are but a few examples of the 
growing realization among bankers that 
the statement of condition can be made 
to do far more than bring a mere ag- 
gregation of cold figures to the reader. 


© 


PERSONAL LOAN PROFIT RECORDS 


Is the personal loan department being 
operated efficiently and are the rates 
charged justifiable from an impartial 
point of view? These are questions 
which the banker must be prepared to 
answer. If banks fail to keep records 
which will provide the answers, they 
will be unable effectively to oppose leg- 
islation, which is certain to be offered 
from time to time, to reduce the rates 
below the point at which profitable op- 
eration is possible. 

As time goes on we hope to report 
each year to the New York Legislature 
the composite experience of all banks 
and trust companies in the small loan 
field. In this policy the banks should 
be willing to codperate because it af- 
fords to them the best kind of protec- 
tion against ill-considered legislation 
recommended by persons who are un- 
familiar with the costs incident to this 
type of business but who have con- 
cluded without knowing the facts that 
the rates are too highWilliam R. 
White, New York State Superintendent 
of Banks, in a recent address. 
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BRIEFS 


Items of interest from many sources—condensed for quick reading 


AIB Fortieth Anniversary 


More than 2,000 members of the 
\merican Institute of Banking, educa- 
tional arm of the ABA, are expected to 
participate in a celebration of the In- 
stitute’s fortieth anniversary during its 
annual convention in Boston, Mass., 
June 3-7, it is announced by Harry R. 
Smith, president of the Institute and as- 
sistant vice-president of the Bank of 
America, N. T. & S. A. 

Past and present officers of the AIB 
will join with the membership in the 
celebration. A series of conferences, 
open to the membership, on banking 
practices, audits and accounting, credits 
and savings banking, trust business, 
business development and advertising, 
and investments will highlight the con- 
vention. 


Savings Banks Money Order 


A new service is announced by the 
Savings Banks Association of the State 
of New York, which, it is expected, will 
be in effect among a number of savings 
banks throughout the state within a 
short time. This is a Uniform Money 
Order, sponsored by the association, 
payable at the Savings Banks Trust 
Company, and issued by individual 
savings banks. The money order will 
be sold by those banks adopting its use 
at a uniform fee of ten cents, regardless 
of denomination. Denominations, how- 
ever, will not exceed $100. Most sav- 
ings banks have not, up to now, sold 
money orders; depositors have been al- 
lowed to make withdrawals in the form 
of cashier’s checks. The adoption of 
this system provides a uniform instru- 
ment, serving a useful purpose, and at 


THE BANKERS MAGAZINE for -May, 


1940 


a modest cost designed to cover the 
bank’s expense in providing the service. 
Over fifty savings banks have expressed 
an interest in this service. 


Federal Tax Forum 


Bankers interested in tax matters, 
particularly Federal income taxes, are 
welcome at the Federal Tax Forum—a 
group of tax accountants in public and 
private practice, lawyers and business 
executives—which meets twice a month 
in New York City for supper, the read- 
ing of a paper on some tax topic, and 
general discussion. Recent speakers in- 
cluded Edward H. Ayers, tax accountant 
of the Public National Bank, New York, 
who spoke on “Bad Debts—Income Tax 
Deductions and Treatment of Recov- 
ereries’; and Dr. B. Bernard Greid- 
inger, who spoke on the relationship of 
SEC accounting requirements to the 
Federal income tax. Bankers interested 
in the Forum can communicate with the 
president, Paul D. Seghers, who is with 
Barrow, Wade, Guthrie & Co., 120 
Broadway, New York. 


Tax-Exempt Bond Premiums 


Premiums received on redemption of 
state and other tax-exempt bonds are 
subject to Federal income tax under an 
important ruling recently announced by 
the Chief Counsel of the Bureau of In- 
ternal Revenue, according to J. S. Seid- 
man, certified public accountant and 
tax authority, New York City. 

“The income tax treatment of these 
redemption premiums has been sur- 
rounded by considerable doubt,” Mr. 
Seidman explains. “Many bondholders 
have contended that the premiums are 
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Unemployment Checks Bounce 

During 1939, worthless checks 
totalling $265,724 were offered to 
the Division of Placement and Un- 
employment Insurance, New York 
State Department of Labor, ac- 
cording to Milton O. Loysen, 
executive director of the division. 
Of this amount the state has col- 
lected $250,158. 


additional interest, and hence tax ex- 
empt. However, in the new ruling, the 
Chief Counsel holds that the premium 
is not paid for the use of borrowed 
money, but rather to terminate the ob- 
ligation so that no further interest need 
be paid in the future. On this basis, 
the ‘profit? on redemption is taxable as 
a capital gain. 

“A different treatment is given in the 
ruling to any discount at which tax- 
exempt bonds are bought,” Mr. Seid- 
man adds. “The discount is regarded 
in the nature of interest, and when col- 
lected on the redemption of the bonds, 
is tax exempt.” 


New Bank Machines 


A new, compact unit for posting sav- 
ings passbooks and ledgers at the win- 
dow has been announced by Burroughs 
Adding Machine Company. Requiring 
little more space than a letterhead, this 
Burroughs Window-Plan Machine can 
also be used in other departments for 
any type of passbook posting—includ- 
ing small loans, Christmas clubs, school 
savings, and mortgage loans. Forms are 
quickly inserted and aligned in a single 
motion. The machine is equipped with 
the short-cut standard bank keyboard, 
and can serve as a fast, practical add- 
ing and subtracting machine for miscel- 
laneous figure work. 

Another new Burroughs product is 
the Front-Insertion Typewriter Address- 
ing Machine. which handles pre-stuffed 
envelopes. This permits the envelove 
contents to be inserted in advance by 
the printer or by clerks during spare 
time so there will be no delay in mail- 
ing after addressing. Forms are dropped 
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in the machine’s front-feed chute, and 
alignment is automatic. In the case of 
cards, empty envelopes, labels, etc., sev- 
eral copies can be placed in the chute 
at one time, each being removed as it 
is completed. Additional advantages in- 
clude a pressure bail which locks the 
forms in place, thus eliminating “slip- 
ping” and “shadowing”; an electric 
carriage return, electric platen spacing, 
and electric capital shift. 


Mortgage Preferences 


A study recently completed by the 
United States Savings and Loan League 
shows that, of 1,500 people interviewed, 
more than a third (34.8 per cent) said 
they would go first to a savings and loan 
institution for money to build or buy a 
home. Another 27.9 per cent said they 
would make their first inquiry at the 
Federal Housing Administration Offie, 
and about 25.6 per cent of those inter- 
rogated would go to a commercial 


bank. 
ABA Trust Conferences 


Two regional trust conferences will 
be held by the American Bankers Asso- 
ciation this year, it is announced by 
Roland E. Clark, president of the ABA 
Trust Division, and vice-president of the 
National Bank of Commerce, Portland, 
Maine. The first will be held in Salt 
Lake City, Utah, August 15-17, the sec- 


ond in Chicago on November 7 and 38. 


Fisher to ABA 


Appointment of Dr. Ernest M. Fisher 
of the Federal Housing Administration 
to the post of Director of Research in 
Mortgage and Real Estate Finance of 
the American Bankers Association is 
announced by Robert M. Hanes, presi- 
dent of the ABA. Dr. Fisher, in this 
newly established ABA department, will 
assist the banks of the country in the 
formulation and execution of their real 
estate lending policies. 

Dr. Fisher has long been a student 
of housing in the U. S. and abroad, is 
the author of several books, and for the 
past two years has been a member of 
The Graduate School of Banking of the 
ABA, lecturing on mortgage financing. 
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Convention Dates 


NATIONAL 

May 8-10—National Association of Mutual 
Savings Banks, Hotel Statler, Boston, 
Mass. 

May 23-25--National Safe Deposit Advis- 
ory Council, Hotel Statler, Boston, Mass. 

May 27-29—American Industrial Bankers 
Association, 1940 Institute, Wardman 
Park Hotel, Washington, D. C. 

June 3-7—American Institute of Banking, 
Hotel Statler, Boston, Mass. 

June 17-29—Graduate School of Banking, 
Rutgers University, New Brunswick, New 
Jersey. 

September 18-20—National Association of 
Supervisors of State Banks, Richmond, 
Va. 

September 22-26—American Bankers Asso- 
ciation, Atlantic City, N. J. 

October 16-19—National 
Bank Auditors 
Louis, Mo. 

October 28-30—Financial Advertisers As- 
sociation, The Homestead, Hot Springs, 
Virginia. 

November 13-15—United States 
and Loan League, Chicago, Il. 


Association of 


and Comptrollers, St. 


Savings 


Strate AND REGIONAL 

May 6-8—Missouri Bankers Association, 
Hotel Muehlebach, Kansas City, Mo. 

May %-8—Tennessee Bankers Association, 
Memphis, Tenn. 

May 8-10—Kansas 
Wichita, Kan. 

May 9-10—North Carolina Bankers Asso- 
ciation, Carolina Hotel, Pinehurst, N. C. 

May 13-15—Mississippi Bankers Association, 
Buena Vista Hotel, Biloxi, Miss. 

May 15-16—Indiana Bankers Association, 
Claypool Hotel, Indianapolis, Ind. 

May 15-16—South Dakota Bankers Asso- 
ciation, Lincoln Hotel, Watertown, S. D. 

May 16-17—Alabama Bankers Association, 
Hotel Tutwiler, Birmingham, Ala. 

May 16-17—Arkansas Bankers Association, 
Arlington Hotel, Hot Springs, Arkansas. 

May 17-18—New Mexico Bankers Associa- 
tion, Hilton Hotel, Albuquerque, N. M. 

May 17-18—National Association of Bank 
Auditors and Comptrollers Regional Con- 
ference, Minneapolis, Minn. 

May 21-23—Texas Bankers Association, 
Buccaneer Hotel, Galveston, Tex. 

May 22-23—Ohio Bankers Association, 
Hotel Deshler-Wallick, Columbus, Ohio. 


Bankers Association, 
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May 22-24—California Bankers Association, 
Hotel Del Monte, Del Monte, California. 

May 22-24—Pennsylvania Bankers Associa- 
tion, Hotel Traymore, Atlantic City, N. J. 

May 23-25—Massachusetts Bankers Asso- 
ciation, New Ocean House, Swampscott, 
Mass. 

May 23-25—New Jersey Bankers Associa- 
tion, The Ambassador Hotel, Atlantic 
City, N. J. 

May 23-25—Virginia Bankers Association, 
Hotel Roanoke, Roanoke, Va. 


May 28-29—Illinois Bankers 
Palmer House, Chicago, IIl. 

June 3-4—South Carolina Bankers Associa- 
tion, Ocean Forest Hotel, Myrtle Beach, 
S. C. 

June 3-5—Iowa Bankers Association. 

June 5—New Jersey Savings Banks Asso- 
ciation, Montclair Golf Club, Verona, 
IN. as 

June 5-7—Minnesota Bankers Association, 
Minneapolis, Minn. 

June 5-9—District of Columbia Bankers 
Association, The Homestead, Hot Springs, 
Va. 

June 6-8—West Virginia Bankers Associa- 
tion, Greenbrier Hotel, White Sulphur 
Springs, W. Va. 

June 7-8—New Hampshire Bankers Con- 
ference, Dartmouth College, Hanover, 
IN. a 

June 7-8—Utah Bankers Association Eccles 
Hotel, Logan, Utah. 

June 7-8—Wyoming Bankers Association, 
Carter Hotel, Thermopolis, Wyoming. 
June 10-11—Idaho Bankers Association, 
Bozanta Tavern, Hayden Lake, Idaho. 
June 10-11—New York State Bankers Asso- 

ciation, Syracuse, N. Y. 

June 10-14—Virginia Bankers Conference, 
University of Virginia, Charlottesville, Va. 

June 11-12—Wisconsin Bankers Association. 

June 12—Connecticut Bankers Association, 
Greenwich Country Club, Greenwich, 
Conn. 

June 12-14—Kansas Bankers Seminar, Uni- 
versity of Kansas, Topeka, Kansas. 
June 14-15—North Dakota Bankers Asso- 

ciation, Minot, North Dakota. 

June 14-15—Washington Bankers Associa- 
tion, Winthrop Hotel, Tacoma, Wash. 
June 17-18—Montana Bankers Association, 
Many Glaciers Hotel, Glacier National 

Park, Mont. 
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Ait important phases of banking, 
finance, and economics are brought to 
readers of The BANKERS MAGAZINE 
in brief, timely, authoritative and con- 
veniently departmentalized form. 
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REGULAR DEPARTMENT® 
INCLUDE: 


LOOKING BACK 
IN WASHINGTON 
EDITORIAL COMMENT 
BOOKS FOR BANKERS 
ON THE WEST COAST 
INVESTMENT AND FINANCE 
FINANCIAL SITUATION ABROAD 
CURRENT CONDITIONS IN CANADA 


And — ‘‘The Bankers Digest’’ section, with its brief, to-the-point 
condensations—the real ‘‘meat’’ from scores of reports, 
bulletins, surveys, magazines, speeches, radio discussions, 
advisory services, reviews, and many other sources. 


P lus — A full quota of practical, authoritative, helpful articles in 
every issue. 
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“FOR THE BUSY BANK EXECUTIVE” 
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